ANNUAL REPORT 2001 


CORPORATE PROFILE 


Nexen Inc. is a dynamic Canadian-based energy and chemicals company with 
operations worldwide. We explore for, develop, produce and market crude oil and 
natural gas. Our core operations are located in Yemen, Canada and the Gulf of 
Mexico, with other producing properties in Australia and Nigeria. Following recent 
exploration Success, we are pursuing high-growth development projects in the 
deep-water Gulf of Mexico and Colombia, along with a bitumen upgrading project 
in northeastern Alberta. Through our chemicals operations in North America 
and Brazil, we are a global leader in the manufacturing of sodium chlorate and 


chlor-alkali used in the pulp and paper industry. 


Nexen is a profitable, value-driven company. We adhere to the highest standards 
of ethics and integrity when dealing with our stakeholders and the communities 


where we operate. 


Colombia 


This year’s Annual Report is combined with the Form 10-K prepared for the United States Securities Exchange Commission. 
Our new format is designed to meet the diverse needs of our readers. We welcome your comments. Please email them 
to annual_report@nexeninc.com 


Certain statements in this report constitute “forward-looking statements” within the meaning of the United States Private Securities Litigation Reform 
Act of 1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of the United States Securities Act of 
1933, as amended. Such statements are generally identifiable by the terminology such as “plan”, “expect”, “estimate”, “budget”, “outlook” or other similar 
words. The forward-looking statements are subject to known and unknown risks and uncertainties and other factors which may cause actual results, levels 
of activity and achievements to differ materially from those expressed or implied. Readers should refer to Item 7 and the note regarding forward-looking 
statements in the Annual Report on Form 10-K for a fuller discussion of the risks and uncertainties associated with our business. 


In this report, all dollar amounts are in Canadian dollars unless otherwise noted. Resources are generally defined as all quantities of crude oil and natural gas 
which are estimated to be potentially recoverable from discovered and undiscovered accumulations. Reserves constitute a subset of resources that are 
discovered, recoverable, commercial and remaining. Nexen’s reserve definitions are based on National Policy 2B for disclosure required under OSC regulations 
in Canada and FAS 69 for disclosure required under SEC regulations in the United States. 
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Charlie Fischer 
PRESIDENT AND CEO 


In this report, we present key strengths that drive our value creation: 


a. Driven by the Drill Bit 


2. Rich Opportunity Portfolio 


3. Capitalizing on Technology 


4. Tangible Growth Opportunities 


5. High-Quality Reserves 


6. Low Cost Structure 


7. Strong Balance Sheet 


8s. People Power 


9. Our Way of Doing Business 


ao. Returns and Profitability 


Creating value means more than growing in absolute terms. It means growing 


reserves, production and cash flow per share after servicing our debt. The result 


is outstanding returns for shareholders. 
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FELLOW SHAREHOLDERS, 


This past year was exciting, challenging and rewarding. We 
achieved record production, record reserves and the second 
highest cash flow and earnings in our history. We successfully 
managed through another year of volatile commodity prices 
and continued building value for shareholders. In 2002, we 
move forward with financial strength, attractive development 
projects and exciting opportunities for future growth. 


Charlie Fischer © PRESIDENT AND CEO 


RESULTS 


2001 2000 1999 

- — —— a ~ 

STRONG EARNINGS (per share) $ 3.40 $452 $ 0.46 

SECOND HIGHEST CASH FLOW EVER (per share) $ 11.20 cS GD e lah $§ 5.19 

LARGEST CAPITAL PROGRAM EVER (nillions) S3474045 5) 9 905) | $2 612 

: 

RECORD AVERAGE PRODUCTION (mboe/d) 268 256 239 

4 + =o 

RECORD EXIT PRODUCTION (mboe/d) 279 263 257, 

SOLID PROVED RESERVE REPLACEMENT (%) 137 140 151 
: 


Nexen’s 2001 capital program, our largest ever at $1.4 billion, delivered outstanding results: 


NEAR RECORD FINANCIAL RESULTS 
In 2001, we generated $1.4 billion in cash flow ($11.20 per share), and $450 million in earnings 

($3.40 per share), second only to the record results of 2000. Despite lower commodity prices in 2001, 
our record production, positive drilling results, and strong performance from our marketing and chemicals 


groups contributed to outstanding results. 


RECORD PRODUCTION 
Our core assets in Yemen, Canada and the United States as well as our producing assets in Australia 
and Nigeria all delivered strong performance. We set a production record in 2001, averaging 268,000 

equivalent barrels per day. We ended the year producing over 279,000 equivalent barrels per day, setting 


the stage for continued growth in 2002. 


SOLID RESERVE REPLACEMENT 
For the fifth consecutive year, we added more proved reserves than we produced. In 2001, we replaced 137% 
of our production at a finding and development cost of $9.47 per equivalent barrel. Despite cost pressures 
and an aggressive exploration program, our finding and development costs have averaged $6.44 per 
equivalent barrel over the past three years. This is very competitive relative to the cost of buying assets and 
we remain one of the lowest cost finders and producers in the industry. At year-end, our proved and probable 


reserves totalled a record 1.2 billion equivalent barrels, equal to 12 years of current annual production. 


NEW DISCOVERIES 
Our exploration program delivered new discoveries in 2001 at Durango and Aspen in the deep-water Gulf of 
Mexico. These add to our discoveries at Gunnison, also in the Gulf of Mexico, Ukot, offshore Nigeria, and at 
Guando in Colombia. Aspen should commence commercial production in late 2002, with Guando in 2003. At 


Gunnison and Durango, we’ve begun commercial development and we expect first production by early 2004. 
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MOVING FORWARD 


ORGANIC GROWTH 
Our strategy focuses on organic growth supplemented by strategic acquisitions when appropriate. We believe 
this results in the lowest cost structure possible and generates strong profitability over the widest range 


of commodity prices. 


Our strategy works. We’re good at the basics of exploration, development and exploitation. We've applied 
these strengths to our core assets to generate steady, low-cost production growth and significant free 
cash flow. In turn, we’ve built and tested an enviable portfolio of high-quality exploration opportunities, 


which has already delivered five major discoveries. 


In 2001, we’ve added another component to our strategy — our Light Synthetic Oil Project. Using proprietary 
and traditional technologies, we believe we can produce and upgrade our large bitumen resource in 
northeastern Alberta into premium light, sweet synthetic crude oil at costs below competing technology. 


This project reduces our overall risk profile with its low-cost, long-life production. 


VALUE GROWTH 

Over the next few years, our capital programs will focus on large development projects that convert our 
recent discoveries and bitumen resource into production and value growth for shareholders. As new 
production generates incremental cash flow, our core asset base will grow and allow us to support larger 
capital programs. Of course, given our grassroots strategy, we will maintain an active exploration program 


for longer-term growth. 


Our 2002 capital program reflects these priorities. Of the total $1.5 billion, 80% will be invested in our 
core assets to grow production by 6% and in multi-year development projects. These projects include 
development of recent discoveries, an expansion at Syncrude, chemical plant expansions at Brandon 
and in Brazil and SAGD projects to feed into our proposed bitumen upgrader. New production from our 
discoveries should come onstream starting in 2002 and together, these projects are expected to add 


between 80,000 and 100,000 equivalent barrels of daily production as early as 2006. 


Meanwhile, we are continuing high-potential exploration in Yemen, Canada, Colombia, and the deep 
waters offshore Nigeria and in the Gulf of Mexico. Success in any one of these areas combined with new 


production from our development projects positions us for exceptional value growth. 


We expect commodity prices to strengthen in the second half of 2002. Given the strength of our balance 


sheet, our growth momentum will continue, even if lower commodity prices prevail in the short term. 
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DRIVING SUCCESS 
Nexen has many strengths. In addition to being good at the basics, we create competitive advantage 
by investing in technology, building a top-notch workforce and honouring our commitment to Safety, 


Environment and Social Responsibility. 


WORKING TOGETHER 
In late 2001, we successfully consolidated our Calgary-based head office from three buildings into one 
modern, efficient building. In early 2002, we implemented a company-wide information system that 
integrates our finance, procurement, maintenance and capital functions. These initiatives position us to 
capitalize on evolving business trends by streamlining our information sources, standardizing our work 


processes and improving the quality of our decisions. 


Our employees recognize the power of working together. Report on Business Magazine recently recognized 
us as one of the 50 best companies to work for in Canada. Our reputation is a key asset that helps us 
attract excellent people and business partners, while ensuring that we are welcome in the communities 


where we operate. 


LEADERSHIP 
Nexen’s success is driven by the contributions of our employees and the strategic guidance from our 
Board of Directors. Over the past couple of years, the growth momentum we’ve seen demonstrates 
the strong leadership from Vic Zaleschuk who retired from his position of President and CEO in June. 
Vic continues to contribute to Nexen’s prosperity as a member of the Board. We’ve also added a new 
board member, Barry Jackson. Mr. Jackson is the former President and CEO of Crestar Energy and former 
Chairman of the Canadian Association of Petroleum Producers. His understanding of our business and 


common sense approach is invaluable as we position Nexen for future growth. 


| would like to thank all employees and our Board for their hard work, leadership and commitment to our 
vision: maximum value growth for shareholders. As |’ve highlighted, the concept of value drives every 
decision we make. It determines how we grow, what we invest in and where we focus the energy and 
talents of our_people. In 2002, we’ll continue to bring value to the surface and deliver it to our shareholders. 


In the 10 key messages that follow, you’ll discover how we do that. 


(Le Sg Mae 


Charlie Fischer 
PRESIDENT AND CEO 


February 22, 2002 
Calgary, Alberta 
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1. Driven by the Drill Bit 


- 


PROVED RESERVE ADDITIONS SINCE 1988 (mmboe) 


Our organic growth strategy is successful: 80% of the one billion boe of proved reserves we’ve added over the past 
decade was discovered through the drill bit. 


2,000 


Mi Reserves Acquired (Net of Dispositions) 
Reserves Discovered Through the Drill Bit 

!) December 31, 1988 Reserves 

~~ Reserves After Production 


94 95 96 97 98 99 


Our organic growth strategy differentiates us from our peers. 
We grow through successful grassroots exploration and 
development. Our growth is not dependent on acquisitions, 
but is supplemented by them when the opportunity and value 
meet our objectives. 
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Cal 


companies 


Our opportunity portfolio totals almost eight billion equivalent barrels of resource 
potential. Over the past few years, we’ve maintained the exceptional size of this 
portfolio while reducing its overall risk. AS we've made discoveries in the Gulf of 
Mexico, Colombia and Nigeria, we’ve replenished our portfolio with opportunities 
adjacent to our existing discoveries, which significantly improves our chance of 


future success. 
if 


Also, our large bitumen opportunity in Canada complements some of the high-risk 
international prospects. We've acquired the technology to unlock the value of 
our multi-billion barrel bitumen resource and generate a low-risk, low-cost, steady 
source of production. Access to this long-life resource will balance our international 


activities and ultimately lower our overall risk profile. 


MOST IMPORTANTLY, OUR PORTFOLIO HAS DELIVERED RESULTS 

We've built our portfolio over many years. Much of it was acquired during downturns 
in the industry at prices significantly below today’s market. For example, during 
the downturn in 1998, we acquired acreage in the deep-water Gulf of Mexico, 
offshore Nigeria and along Yemen’s border with Saudi Arabia. Successful exploration 


has already resulted in three discoveries in the Gulf and one offshore Nigeria. 


RESOURCE POTENTIAL 


>. 


Canada 
| Syncrude 
© united states 


Yemen 


8 Nigeria 
Australia 


Colombia 


7.8 billion boe 
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We capitalize on technology to pursue resources that would 
otherwise not be economical to develop. 


LIGHT SYNTHETIC OIL PROJECT (SEE PAGE 11 IN FORM 10-K) 


Until now, the challenges in profitably developing Alberta’s non-mineable bitumen 
resource have been the high cost of extraction and the limited market for this 


low-quality product. 


Our breakthrough solution combines a proprietary process with existing hydrocracking 
and SAGD technology to upgrade bitumen into premium-priced light, sweet synthetic 
crude oil. By generating synthetic gas through gasification of the concentrated 
asphaltene by-product, we have eliminated the need to purchase natural gas to 
support the SAGD production. Integrating these technologies allows us to generate 


a high-quality product at substantially lower costs. 


Our bitumen resource in the Athabasca region is so large it could replace our 
current oil and gas production for almost 30 years. By capitalizing on technology, 
we’ve now significantly enhanced the value of this resource. We’ve applied to 
the Alberta government to construct and operate an upgrader at our Long Lake 
property and expect to be producing 60,000 to 70,000 gross barrels per day of 


premium synthetic crude oil as early as 2006. 


DEEP WATERS OF THE GULF OF MEXICO 
Early on, we recognized the deep-water Gulf of Mexico as one of the most 
prospective new sources of oil and gas production in the world. Since 1997, we’ve 
built an enviable deep-water portfolio and, today, we are one of the largest 
independent acreage holders there. The deep waters offer large reservoirs, 
one-in-four exploration success rates, rapidly developing infrastructure and close 
proximity to the world’s largest oil and gas market. Fiscal terms are excellent — 
many of our leases provide for royalty holidays on the first 87.5 million equivalent 


barrels of production. 


Operating in water depths from 600 to 10,000 feet has historically posed 
many challenges. Now technological advances including 3D seismic acquisitions, 
seismic reprocessing, deep-water drilling and production facility design make 
this economically feasible. At Gunnison, we are building a SPAR platform where 
wellhead and production equipment will be above water, making maintenance 
and repair easier and less expensive. At Aspen, the innovative use of subsea 
completions is lowering development costs and shortening cycle times from 
discovery to first production. 

Our goal in the Gulf of Mexico is to grow daily production from current rates of 
30,000 boe to 100,000 boe by late 2006. With two deep-water development 
projects underway and steady production growth from the shallow waters, we 


are well positioned to achieve this goal. 
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With our recent exploration successes in the Gulf of Mexico, Colombia and Nigeria, 


and strategic initiatives like our Light Synthetic Oil Project, we will spend $3 billion 
over the next five years to bring new production onstream. These projects will 
access an estimated 700 million barrel resource and add between 80,000 and 
100,000 equivalent barrels of daily production to Nexen as early as 2006. 
Significant reserves, attractive fiscal terms and low development costs will result 


in very attractive full cycle returns at oil prices well below US $20 per barrel. 
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Each year, we evaluate 100% of our proved and probable reserves. For additional 
assurance, our reserve estimates are reviewed by independent engineers and 


by our Board of Directors. 


Our practice is to book reserves as we spend the Capital to develop them. As a 
result, our proven developed reserves — the reserves we can produce through 
our existing infrastructure with little or no incremental capital — comprise over 


80% of our proved reserves. 


Our core areas continue to yield significant, low-cost reserve additions. In 2001, 
we added 135 million equivalent barrels of proved reserves, replacing 137% of 
our production at an F&D cost of $9.47 per boe. Over the last three years, our 
costs have averaged $6.44 per boe for proved reserves and $5.03 per boe for 
proved and probable reserves. These impressive three-year F&D costs are a key 
indicator of future profitability Sven our longer lead-time projects which typically 


require significant up-front costs without the benefit of immediate reserve additions. 


PROVED AND PROBABLE RESERVES (2) 


2001 2000 
PROVED PROBABLE TOTAL PROVED PROBABLE TOTAL 
i 
Crude Oil and Liquids (mmbbis) 
Yemen 200 62 262 205 58 263 
Canada 190 70 260 201 56 257 
United States 32 11 43 21 3 24 
Syncrude Joint Venture 256 138 394 242 129 Sy (al 
Australia 2 9 11 5 alt 6 
Other Countries 12 27 39 5 4 9 
Total 692 317 1,009 | 679 251 930 
Natural Gas (bcf) 
Canada 653 86 739 605 90 695 
United States 290 ef: 89 379 200 23 223 
Total | 943 175 || ais 805 113 918 
Total Reserves (mmboe) 849 346 1,195 813 270 1,083 


Notes: 


(1) Reserves are Nexen’s working interest share, before royalties, using forecasted price assumptions (see page 130). 


(2) Probable reserves are unrisked. 


In 2001, we began booking reserves for our discoveries in the deep-water Gulf 
of Mexico and Colombia. As these projects come onstream starting in 2002, 


additional reserves will be booked and we will continue to see attractive F&D costs. 
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We find and produce a barrel of oil equivalent for just over $12 — less than most 


of our peers in this industry. 


PROVED F&D COSTS (3-YEAR AVERAGE) CDN $ 6.44/BOE 
OPERATING COSTS CDN $ 4.88/BOE 
G&A COSTS CDN $ 0.88/BOE 
TOTAL COST CDN $12.20/BOE 


AND WE EXPECT THIS LOW COST STRUCTURE TO CONTINUE 
In Yemen, our F&D costs have historically averaged around US $2 per barrel, 
while operating costs are around US $1 per barrel. We expect combined F&D 
and operating costs for our deep-water development projects in the Gulf of Mexico 
to range between US $6 and US $8 per boe. And total costs for our Light Synthetic 


Oil Project should be similar. 


In our chemicals operations, we are transferring production capacity to our lowest 
cost plants. We’ve expanded our sodium chlorate capacity at Brandon where we 
have more stable electric markets. This helps ensure we remain one of the lowest 


cost producers in North America. 


FINDING AND DEVELOPMENT COSTS (3-YEAR AVERAGE - PROVED RESERVES) ($/boe) 


We have achieved among the lowest finding and development costs in the industry. We’ve done this while building 
our opportunity inventory and drilling exploration wells leading to four major discoveries. 


6.70 
6.20 
6.44 


5.17 
5.09 


97 98 99 00 01 


Our balance sheet is designed to support value creation 
throughout the commodity cycle. 


NET DEBT TO CASH FLOW (times) 
Our net debt (excluding preferred securities) is equal to one year of cash flow from operations. This demonstrates our 
financial strength and ability to service our outstanding obligations. After the development of Masila in 1993 and the 
Wascana acquisition in 1997, we restored our financial strength and reduced our debt to a level that could be repaid 


with just one year of cash flow. 
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At Nexen, we've developed a People Strategy that guides us in recruiting, retaining, 
developing, rewarding and supporting our employees. We build partnerships with 
employees to provide technical and personal development opportunities that benefit 


both the employee and the Company. 


We employ 2,000 people worldwide. Our employees are as diverse as the 
communities where we operate. Together, we share common goals. We incorporate 
our core values into everyday business decisions. We share technical skills and 
knowledge throughout the Company to improve decision making. We create an 
inspiring, challenging, fun and professional work environment. We are leaders in 


the industry and in the community. 


The employees of Nexen have the talent, skill and determination to grow this 


Company into the future. 


EMPLOYER OF CHOICE 
Nexen is recognized as an employer of choice. In a recent survey published by the Globe and Mail’s Report on Business 
Magazine, Nexen ranked 28 out of the 50 best companies to work for in Canada. 


Nexen is known around the world for leadership in business 
ethics and integrity. For us, it is a key competitive advantage 
that creates value for all of our stakeholders. 


ETHICS 
In 1997, we helped develop the International Code of Ethics with support from 
the Canadian government. The Code outlines a set of core values and provides 
guidance on issues such as business conduct, employee and human rights, and 
health and safety. We promote the Code to other Canadian businesses to advance 
ethical business practices. We also participate in global initiatives including the 


Global Compact and The World Business Council for Sustainable Development. 


IN THE COMMUNITY 
We are a responsible member of the communities where we operate. We build 
relationships with community members and involve them in key decisions that 
impact their lives. We also ensure that they benefit from our presence in their 
country. For example, in Yemen'we contribute to basic assistance programs that 
provide clean drinking water, power generation, education and health care to local 
communities. We also support a scholarship program for 40 Yemeni students 
to study in Canada. Through our Aboriginal Employment Strategy in Canada, we 
encourage Aboriginal people to obtain the necessary qualifications to pursue 


employment opportunities at Nexen. 


SAFETY AND THE ENVIRONMENT 
We target a zero injury and environmental incident rate and develop proactive 
safety and environmental programs for employees and contractors. For example, 
our chemicals operations have been leaders in implementing Responsible Care® 
practices since 1991. Responsible Care® is a comprehensive health, safety, 
environment and community issues management system. We are now implementing 


Responsible Care® throughout our oil and gas operations. 


SUSTAINABLE DEVELOPMENT 
We’ve recently been added to the Dow Jones Sustainability World Index, a 
benchmark for companies committed to sustainable business practices. 
Through a process verified by PricewaterhouseCoopers, this index evaluates how 
a company embraces opportunities and manages risks surrounding economic, 
environmental and social development. The Sustainability Index has outperformed 
the Dow Jones Global Index by approximately 44% in the last seven years. This 
confirms what we’ve always believed — that conducting business in a socially 


responsible manner has long-term economic benefit. 


For further information on our Safety, Environment and Social Responsibility programs, please contact 
403.699.5297 for a copy of the Annual SESR Report. 


ie 


We are a profitable company. In our 30-year history, we have . 
delivered profits every year except one. 


NET INCOME (millions of dollars) 


Despite fluctuations in commodity prices, we are able to generate profits year after year. This is a testament to our 
sound growth strategy, solid core assets, low cost structure, dedicated employees and prudent financial management. 


71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 
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Nexen has historically focused its exploration activities 
internationally. Does your Light Synthetic Oil Project 


represent a shift in focus? 


Not at all. In fact, it demonstrates how we’ve successfully applied our strategic model. Remember, our strategy 
dictates that we are good at the basics, grow organically through the drill bit, and use technology to profitably 
develop reserves at low cost. As we drill wells or implement new technologies, our portfolio make-up may change, 


but our strategy for growth does not. 


This project is a great complement to our existing assets. It generates a low-cost, stable source of long-term 
production, which significantly reduces the overall risk in our portfolio. And because it will consume only a fraction 


of its go-forward cash flow, it provides a strong base to sustain our global expansion plans. 


How will Nexen fund the capital expenditures 
for its Long Lake Upgrader while pursuing other 
development projects? 


Our core assets in Yemen, the shallow waters of the Gulf of Mexico and our chemicals business all generate more 
cash flow than they require for growth. We use this free cash flow to fund an active exploration program and 


development projects that will add incremental production and cash flow in the future. 


In 2002, we are investing almost $550 million to develop Aspen, Guando and Gunnison and for Syncrude’s Phase 3 
Expansion. Aspen should come onstream in late 2002, Guando in 2003, Gunnison in early 2004 and the Syncrude 
expansion in 2005. By the time we are required to make the largest of the capital outlays for the Long Lake Upgrader 


in 2004 and 2005, these projects will contribute incremental cash flow to help fund this upgrader. 


How did the events of September 11, 2001 affect Nexen? 
The events of September 11 were tragic and all of us were deeply affected by them. 


In terms of the market, prior to September 11 our share price was appreciating rapidly as the market recognized our 
successful organic growth strategy. Following September 11, our share price dropped with the global market slowdown, 


reduction in oil prices and the market’s view that operations in the Middle East, including Yemen, were riskier. 


We believe there is no increased risk in Yemen. The Government of Yemen was one of the first in the Middle East to 
condemn terrorism and to convey sympathy to the United States following the World Trade Center attack. Since then, it 


has worked tirelessly to improve relations with the western world and to prevent terrorism on Yemen’s soil and beyond. 


Our Masila operations are very important to Yemen, providing 50% of the country’s oil production. Our strong 


relationship with the people and Government of Yemen has allowed us to operate without interruption for almost 


12 years and we anticipate this continuing. 
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In this report, unless otherwise specified, all dollar amounts or references to “$” are expressed in Canadian dollars, and 
production and reserve numbers represent Nexen’s working interest therein after royalties. Natural gas is converted to 
oil equivalent at the rate of six thousand cubic feet equals one barrel of oil. 


Certain statements in this report constitute “forward-looking statements” within the meaning of the United States 
Private Securities Litigation Reform Act of 1995, Section 21E of the United States Securities Exchange Act of 1934, as 
amended, and Section 27A of the United States Securities Act of 1933, as amended. See “Special Note Regarding 
Forward-Looking Statements” in Item 7 of this report. 


During the five years ended December 31, 2001, the noon-day exchange rates for Cdn. $1.00 were as follows, as 
reported by the Bank of Canada: 


December 31 Average High Low 

(US$) 
BOOT iss esas sick cwass ack wales MM ee ee 0.6991 0.7223 0.7489 0.6948 
a se cp ae ac en eee en gn 0.6534 0.6743 0.7105 0.6343 
| 5° RRR OA Mer Pe ATs = aE BADD SR ls BART DY RE 0.6929 0.6730 0.6929 0.6537 
ZOO ess reserva icknssh cso aleals cae Cnc aes ee 0.6666 0.6733 0.6973 0.6413 
OM aces terstocsstasnescee ohceaeiaa Mc ien corset sce a ee 0.6279 0.6458 0.6695 0.6241 


On January 31, 2002, the noon-day exchange rate was US $0.6276 for Cdn. $1.00. 


PARTI 
ITEMS 1 and 2. BUSINESS AND PROPERTIES 
BACKGROUND 


Nexen Inc. (Nexen or the Company), formerly Canadian Occidental Petroleum Ltd., is a global energy and chemicals 
producer incorporated under the laws of Canada. It was formed on July 12, 1971, through a reorganization which 
combined the crude oil, natural gas and sulphur operations of Jefferson Lake Petrochemicals of Canada Ltd., with the 
Canadian crude oil, natural gas and chemicals operations of Occidental Petroleum Corporation (Occidental) of Los 
Angeles, California. At December 31, 1999, Occidental beneficially owned approximately 29% of Nexen’s common 
shares. 


On March 1, 2000, Nexen entered into an agreement with Ontario Teachers’ Pension Plan Board (Teachers) and 
Occidental where Occidental sold its 29% interest in Nexen. Teachers purchased 20.2 million common shares and we 
repurchased the remaining 20 million common shares for $605 million including associated fees, and exchanged our oil 
and gas operations in Ecuador for Occidental’s 15% interest in our chemicals operations. The agreement was approved 
on April 17, 2000 by a majority of Nexen shareholders other than'Occidental or Teachers. According to the agreement, 
the Company was required to change its name, and so on November 2, 2000, the Company changed its name to Nexen 
Inc. 


OPERATIONS 


Nexen has operations in four main areas: 


1. Conventional Oil and Gas 

We explore for, develop and produce conventional crude oil, natural gas and related products around the world. Our 
core assets are located in western Canada, the United States Gulf of Mexico and Yemen and we are developing new 
growth opportunities in Colombia, Australia and Nigeria. 


2. Synthetic Crude Oil 

We have a 7.23% joint venture interest in Syncrude Canada Ltd. (Syncrude Joint Venture). The Syncrude Joint 
Venture mines shallow deposits of oil sands in Canada, extracts the bitumen and upgrades it to produce synthetic crude 
oil. We also have interests in numerous oil sands leases in the Athabasca region of northern Alberta and have acquired 
proprietary, patent protected technology to partially upgrade bitumen recovered from these leases. When combined 
with other conventional technologies, the bitumen can be upgraded into synthetic crude oil. 


3. Oil and Gas Marketing 

We market proprietary and third party crude oil and natural gas volumes and engage in energy trading. These activities 
are designed to enhance the price realizations from proprietary and third party oil and gas production, provide market 
and business intelligence in support of our oil and gas activities, as well as contribute independent earnings and 
cashflow. 


4. Chemicals 
We manufacture, market and distribute industrial chemicals, principally sodium chlorate and chlor-alkali products 


(chlorine, caustic soda and muriatic acid) in Canada, the United States and Brazil. 
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For financial reporting purposes, these areas are defined as reportable segments. Conventional oil and gas is further 
broken down into geographic segments. Information on revenues, operating profit, capital expenditures and 
identifiable assets for these segments for the past three years appear in Note 14 to the Consolidated Financial 
Statements and in Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) 


in this report. 


CONVENTIONAL OIL AND GAS 


Our oil and gas activities involve the exploration for, development and production of crude oil, natural gas and related 
products around the world. Operations are generally managed on a country-by-country basis reflecting differences in 
the regulatory environments and risk factors associated with a country. The oil and gas industry is highly competitive, 
particularly as it pertains to the search for and development of new sources of supply, and the construction and 
operation of crude oil and natural gas pipelines and facilities. 


Crude oil and natural gas are commodities that are sensitive to numerous worldwide factors and are generally sold at 
contract or posted prices. Changes in world crude oil and natural gas prices may significantly affect our net income 
and cash generated from operating activities. Consequently, such prices also may affect the carrying value of Nexen’s 
oil and gas properties and the level of spending for oil and gas exploration and development. 


We have a broad customer base for our crude oil and natural gas. Alternative customers are generally available, 
therefore, the loss of any one customer is not expected to have a significant adverse effect. Oil and gas operations are 
generally not seasonal, except for heavy oil differentials which tend to be narrower in the summer months. 


Certain terms specific to the oil and gas industry are used throughout the Form 10-K. These terms are defined within 
the document when first used. Abbreviations include: 


e bb! - barrel e mboe/d - thousand barrels of oil equivalent per day 
e mbbls/d - thousand barrels per day e mmboe - million barrels of oil equivalent 
e mmbbls - million barrels e mmcf - million cubic feet 


Our corporate strategy is to grow organically, primarily through exploration. We focus on maximizing the value of our 
existing assets through exploration, development and exploitation activities. We supplement this growth with strategic 
acquisitions, if and when opportunities arise. We believe this is the optimal means of ensuring steady growth at the 
lowest possible cost throughout the commodity cycle. 


Our core assets are located in Yemen, Canada and the United States Gulf of Mexico. We also engage in exploration 
and development activities in Australia, Nigeria and Colombia. 


Se, 
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Yemen 


Yemen’s Masila Project is an important source of production and cashflow for Nexen. Our strategy in this country is to 
maintain high production rates from the Masila fields, fully exploiting the Project’s remaining potential, while testing 
our exploration portfolio of over 20 million acres of undeveloped lands for additional accumulations of hydrocarbons. 


SAUDI ARABIA 
Acreage: 
(thousand acres) Developed _ Undeveloped Total 
Gross 38 20,150 20,188 
Net 20 1321 11,341 
Proved Reserves: 
(mmbbls) Working Interest Net 
Masila 200 111 
2001 Production: | 
(mbbls/d) Working Interest Net 
GULF OF ADEN — Masila 118.3 55:5 


Masila Block 


Nexen has a 52% working interest in and operates the Masila Project. The Masila Project is the largest single source of 
oil production in Yemen and has grown steadily since discovery in 1990. To date, the 14 fields which comprise the 
Project have produced over 580 million gross barrels of oil from total gross reserves of approximately one billion 
barrels. Nexen has the right to produce oil from the Masila fields until 2011 and can negotiate a five year extension. 


The Masila Project is an important source of production and cash flow for Nexen. During 2001, we invested $229 
million to drill and equip 59 new development wells and expand existing infrastructure. This enabled the Project to 
increase production by 6% from the prior year. 


Currently, the majority of crude oil production comes from the Upper Qishn formation. Oil has been identified in 
formations below the Upper Qishn including the Upper Saar, an underpressured reservoir with significant aerial extent. 
In late 2001, we implemented three pilot waterfloods in the Upper Saar. The results of pilot tests were very 
encouraging and we plan to pilot waterflood one additional field and expand the earlier pilots. 


Production from the Masila Project is governed by a Production Sharing Contract between the Government of Yemen 
and the Masila joint venture partners including Nexen (Partners). Under the terms of the agreement, production is 
divided into cost recovery oil and profit oil. Cost recovery oil provides for the recovery of all exploration, development 
and operating costs funded by the Partners. Costs are recovered from a maximum of 40% of production each fiscal 
year, as follows: 


Costs Recovery 

Operating FS ORES COM ae eass ssncacivnesnnaccectsonaaeevesuaces 100% in year incurred 
1B.) Ser STOTT? Sos Sa USAGE On a 25% per year for 4 years 
Pare SNM ere ec sore ek oinnvnsis vents ean seesapege 16.7% per year for 6 years 


The remaining production is profit oil which is shared between the Partners and the Government on a sliding scale 
based upon production rates. The Partners’ share ranges from 20% to 33%. The Government’s share includes 
provision for Yemen income taxes payable by the Partners at a rate of 35%. In 2001, the Partners’ share of production 
from the Masila Project, including recovery of past costs, was approximately 33%. 


The economics of Masila production are attractive. Historic finding and development costs are approximately US $2 
per barrel and operating costs have averaged US $1 per barrel, resulting in excellent returns for shareholders. In 
addition, the structure of the contract moderates the impact on the Partners’ cash flows during periods of low prices. 


Yemen crude oil is sold based on reference prices, generally Dated Brent (Brent) crude oil, adjusted for transportation 
and quality. West Texas Intermediate (WTI) normally trades at a premium to Brent but the differential can vary during 
the year. As the demand for Brent crude oil increases relative to WTI, the differential narrows increasing the price of 
Brent on a relative basis. 


Exploration Blocks 

We are actively exploring outside the Masila Block. We hold interests in seven exploration licenses comprising over 20 
million acres of undeveloped land, located in northeastern Yemen in proximity to the Saudi Arabian border. These 
Blocks are governed by Production Sharing Contracts that have similar fiscal terms to Masila. 


Block 50 - We have a 47.5% interest in Block 50. To date, we have acquired 1,493 kilometres of 2-D seismic and 
drilled one unsuccessful exploration well. In 2001, we relinquished 25% of the acreage, leaving over 6 million acres. 
We plan to continue our seismic program in 2002, which will be funded through a farm-out arrangement. All 
commitments have been fulfilled on this Block. 


Block 51 — Our interest in Block 51 increased from 43.75% to 87.5% in 2001, following the withdrawal of our partner. 
To date, we have completed a 674 kilometre seismic program on the block and drilled three unsuccessful exploration 
wells. The block is currently being evaluated for additional drilling prospects, although all commitments to the Yemen 
Government have been met. 


Northern Blocks - We have interests in five large exploration blocks (11, 12, 36, 54 and 59) that span 13 million acres. 
They are located 250 kilometres north of Masila in an undeveloped frontier area bordering Saudi Arabia. Nexen 
currently has a 57% interest on these blocks, except Block 59 where it has a 55.8% interest. At the end of 2001, we 
acquired 5,000 kilometres of a planned 6,200 kilometre 2-D seismic program. In 2002, we will continue our seismic 
program on Block 11 and drill an exploratory well on Block 59. 


Canada 


Our strategy in Canada is to pursue relatively low-risk exploration and development programs in the Western Canadian 
Sedimentary Basin. We achieve steady growth from our Canadian assets because of our large, contiguous, land position 
and ability to control transportation and production infrastructure. Our capital program balances investment in 
producing assets with investment in new opportunities that are expected to provide future growth. Important growth 
initiatives include exploring for natural gas in northeast British Columbia and the foothills of Alberta. 


Acreage: 


(thousand acres) Developed Undeveloped Total 
hana : Gross 1,328 2,421 3,749 
Net 1,007 1,612 2,619 


Proved Reserves: 


(mmboe) Working Interest Net 
Crude Oil & NGLs 184 157 
Natural Gas 108 91 

Total 292 248 


2001 Production: 


(mboe/d) Working Interest Net 
Heavy Oil 3255) 27.4 
Light Oil Uys) 20.9 
Natural Gas 29.0 24.3 

Total 87.0 72.6 


NaturalGas Ml LightOil, == Heavy Ol. 


Light Oil 
We produce light oil in the Williston Basin of southeast Saskatchewan and at Hay in northeast British Columbia. A 
total of 142 light oil wells were drilled in 2001, increasing production 20% over 2000. 


In 1997 we had a significant discovery at Hay. Production from the discovery was brought onstream in April 2000, and 
we continue to focus our development drilling on full exploitation of the property. In 2002 we are adding more 
development wells to increase production from the field. We are also expanding the processing facility to handle more 
associated gas production. 


Natural Gas 

We produce natural gas primarily from properties in Alberta and Saskatchewan. Approximately 80% of our natural gas 
production comes from shallow gas properties including Hatton and Medicine Hat. Extensive exploration through infill 
drilling and infrastructure optimization has increased production in this area. 


Growth in gas is focused on exploration in northeast British Columbia and the foothills of Alberta. Northeast British 
Columbia is attractive because it is expected to contain significant recoverable natural gas reserves. Winter-only access 
affects project cycle time, however the area offers relatively good access to infrastructure, an abundance of available 
acreage and low drilling density. We have recently acquired 36,000 acres of land in the area and plan to drill 4 
exploratory wells during the 2002 winter drilling season. 


The foothills of Alberta has been a focus area for exploration over the past two years, since our field at Findley was put 
on production. In a highly competitive market, we have assembled a good land base to the northwest on trend with a 
number of recent foothills discoveries. In 2002, we plan to drill two exploratory wells that will test multiple objectives. 


Heavy Oil 

Nexen’s heavy oil operations are located in west central Saskatchewan. Significant heavy oil properties include 
Cuthbert, Cactus, Winter, Plover Lake and Luseland. In 2001, a total of 184 heavy oil wells were drilled. The focus in 
2001 was the development of the Cuthbert field, which produces both oil and gas. The key success factor for heavy oil 
continues to be the advancement of technology to help increase oil recovery factors. 


Heavy oil production generally sells at a discounted price relative to lighter grades of crude. Volatile world oil prices 
and quality differentials combine to increase the volatility of returns from heavy oil production. 


Royalties 

In Canada, the federal and provincial governments impose royalties on oil and gas production from lands where they 
own the mineral rights. Royalties vary depending on factors such as well production volumes, selling prices, recovery 
methods, the drilling date of the well and the date of initial production. Royalty rates can range from 16% to 25%. 


Crown royalties are not deductible for tax purposes as discussed below. 


5 


Some provinces also receive revenue by imposing taxes on production from lands where they do not own the mineral 
rights. In addition, the Province of Saskatchewan assesses an additional resource surcharge of 3.6% on gross 
Saskatchewan resource sales. 


Taxes 

Profits earned in Canada from Canadian resource properties are subject to federal and provincial income taxes and 
capital taxes. The federal income tax rate is 29% for resource income allocated to Canadian provinces. Although 
crown royalties are not deductible for tax purposes, a 25% deemed “resource allowance” on net Canadian production 
income is deductible in computing taxes payable. 


i Acreage: 
eas (thousand acres) Developed Undeveloped ___ Total _ 
=a ee i= Shallow-Water 
: ( — ; ; : oe Gross 178 250 428 

: Net 97 171 268 
Deep-Water 
Gross zf 564 564 
Net - 209 209 
Total 
Gross 178 814 992 
Net oF 380 477 


Proved Reserves: 


(mmboe) Working Interest Net 
Crude Oil 32 28 
Natural Gas 48 41 

Total 80 69 

2001 Production: 

(mboe/d) Working Interest Net 
Crude Oil 10.0 8.3 
Natural Gas 20.1 16.6 

Total 30.1 24.9 


Our oil and gas assets offshore the United States Gulf of Mexico are an important source of production and reserves 
growth for Nexen. We currently hold interests ranging from 3.7% to 100% in 187 federal lease blocks in the Gulf, 99 
of which are located in water depths exceeding 660 feet. 


Our strategy in this basin is to fully exploit our assets in the shallow waters of the Gulf while applying the expertise we 
have gained in over 20 years of operations in the Gulf to explore deep-water leases and accelerate development of our 
deep-water discoveries. 


Shallow Water Production 

Our production from the Gulf is generated from our shallow-water assets located offshore Louisiana’ and Texas, 
primarily from our interests in three fields: Eugene Island, Vermilion and West Cameron. In 2001, we acquired a 
100% working interest at Vermilion 76 for approximately US $40 million and a 100% working interest at Eugene 
Island 295 for approximately US $33 million. 


In 2001, all gas production was sold on the spot market, while crude oil production was sold under short-term 
contracts. The prices we negotiated with our customers were based on refiner postings, the New York Mercantile 
Exchange (NYMEX) calendar average price, negotiated fixed prices, and quality differentials. 


Deep Water Exploration 

Over the past decade, the deep waters of the Gulf of Mexico have developed from an exploration frontier into one of 
the most prospective sources of oil and gas production in the world. The deep-water Gulf is generally characterized by 
multiple productive horizons and high production rates, which greatly reduces risk, while the technology to find, drill, 
and develop deep-water discoveries is developing rapidly and costs are coming down. In addition, the deep waters of 
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the Gulf are in close proximity to infrastructure and continental US markets, allowing both oil and gas discoveries to be 
quickly brought on-stream. Large discoveries, high success rates, production infrastructure and attractive fiscal terms 
make this a premier exploration opportunity. During 1997, we began building a deep-water acreage position, and are 
currently one of the largest independent leaseholders there. During 2000, Nexen’s fourth deep-water well in the Gulf of 
Mexico produced our first success at Gunnison. 


In 2001, we invested US $99 million in our deep-water program in the Gulf of Mexico. This resulted in discoveries at 
Aspen and Durango and the successful appraisal of our Gunnison discovery including the decision to proceed with 
commercial development of the Gunnison sub-basin. We drilled unsuccessful deep-water exploration wells at Scout 
and Dendara. 


Gunnison and Durango Discoveries (Gunnison Sub-Basin) 

During the year, Nexen’s Board of Directors approved proceeding with our first deep-water development project in the 
Gulf of Mexico. The project includes the development of the Gunnison and Durango Fields. This area is located 
approximately 170 miles offshore Louisiana, in water depths just over 3,100 feet, and includes Garden Banks Blocks 
667, 668 and 669. The Gunnison Field was discovered in May 2000 on Garden Banks Block 668. Subsequent drilling 
resulted in the discovery of the Durango Gas Field on Garden Banks Block 667 in June 2001. Nexen has a 30% interest 
in the project. 


Gunnison will be developed using a truss SPAR platform, which will be designed for daily production of 40,000 bbls 
of oil and 200 mmef of natural gas. The initial development will include nine wells connected to the SPAR, including 
six dry tree and three subsea wells for Gunnison and Durango. Production start-up is projected for 2004. Nexen’s 
share of the total cost of the project is expected to be US $180 million. During 2001, we invested US $28 million in 
this project. 


Aspen Discovery 

In May 2001, we announced our second deep-water discovery in the Gulf of Mexico at Aspen. Aspen is located on 
Green Canyon Block 243 in 3,150 feet of water. Nexen has a 60% interest in Aspen. There is existing infrastructure in 
the area, and production is scheduled to commence in the fourth quarter of 2002. 


Australia 
) Acreage: 

| (thousand acres) Developed Undeveloped Total 
oY oe ie Gros 1 7,810 7,811 

: Buffalo | 
m@i——ntessapss,pco | Net 1 5,182 5,183 

ae ee | 

ni coal ad Proved Reserves: 
(mmbbls) Working Interest Net 
Buffalo Field 2; 2 


2001 Production: 
(mbbls/d) Working Interest Net 


Buffalo Field 10.2 9.6 


AUSTRALIA 


Buffalo 
The Buffalo field offshore the northwest shelf of Australia has been an excellent source of short-term production 


growth. This field produces high-quality crude oil that attracts a premium price. Production from Buffalo began in 
December 1999 using a fixed wellhead platform linked to a leased floating production storage and off-loading vessel 
(FPSO). In late 2000, we acquired the remaining 50% interest in this field and became the operator. 


Through an extensive 3-D seismic reprocessing program, we believe that we have identified additional oil reserves 
which will not be recovered by the existing production wells. We plan to drill up to two additional development wells 
in 2002 to access these reserves. 


In Australia, profits from offshore production, less allowable capital expenditures, are subject to Petroleum Resource 
Rent Tax (PRRT) at a rate of 40%. Any PRRT paid is deductible in computing corporate income tax. The corporate 
income tax rate in Australia is 30%. 


Exploration Portfolio 
The experience, knowledge and infrastructure gained from our Buffalo operations support our exploration program in 
other basins offshore Australia. 


We are the operator of three exploration licenses, Block NT/P58, P59 and P60, in the Money Shoals basin, which 
comprise over 6 million gross acres. In 2001, we acquired 3,700 km of 2-D seismic and started reprocessing an 
additional 1,900 km. Interpretation of this seismic will continue in 2002. 


We also have a 34% working interest in Block WA-239-P in the Browse Basin. This Block, which we operate, spans 
404,000 acres. In 2001, we continued our 2-D seismic program and identified an exploration prospect which we expect 


to drill in 2003. 


In 2001, we relinquished our interests in exploration blocks WA-289-P and WA-290-P, after unsuccessful drilling. We 
also sold our 100% interest in Block AC/RL 3 following a subcommercial gas discovery. 


Nigeria 


Acreage: 

(thousand acres) ~ Developed Undeveloped Total 
Gross 1 483 484 
Net 1 108 109 


Proved Reserves: 
(mmbbls) Working Interest Net 
Ejulebe Field 3 3} 


2001 Production: 


(mbbls/d) Working Interest Net 
_ _Ejulebe Field 5.8 4.6 


Block OPL 75 - Ejulebe 

We are the operator of the Ejulebe field located in 45 feet of water on Block OPL 75 in the Niger Delta, approximately 
15 km offshore Nigeria. Crude oil production from Ejulebe is transported through a pipeline to a third-party owned 
FPSO where it is available for export. We operate the block under a risk service contract, which requires us to provide 
exploration, development and operatorship services and fund all costs in return for a service fee payable out of 
production from the block. 


Block OPL 222 

In 1998, we acquired a 20% interest in Block OPL 222 which comprises 469,000 acres and is located approximately 50 
miles offshore in water depths ranging from 600 to 3,500 feet. In late 1998, the Ukot-1 exploration well, located in 
approximately 2,600 feet of water, encountered three oil-bearing intervals and flowed at an aggregate rate of 13,900 
barrels per day from two of the intervals. An extensive 3-D seismic program has been completed on the block and a 
location for a follow-up exploration well in the West Ukot area has been identified. We plan to drill the follow-up 
exploration well, called Usan-1, in 2002. We also plan to drill one additional appraisal well and assess the exploration 


potential of the northern part of the block. We are required to complete a US $12 million exploration program on the 
block by early 2003. 


Other Exploration Blocks 
During 2001, we relinquished interests in three onshore exploratory blocks and two offshore exploratory blocks 
following unsuccessful exploration wells. 


Colombia 


Boqueron Block — Guando Discovery 


In 2000, we made our first discovery in Colombia at Guando on the 
Muisca to Boqueron Block. Boqueron is located in the Upper Magdalena 
| Basin of central Colombia, approximately 45 km southwest of 
Bogota. 


Four appraisal wells and three development wells were drilled at 
| : Guando during 2001. Based upon the results of these wells, we 
aeoies . ; expect to submit a plan for commercial development of the field 

using primary recovery techniques to Ecopetrol, the state oil 
company, in 2002. 


We have a 40% working interest in the Boqueron Block which could be reduced to 20% upon declaration of 
commerciality if Ecopetrol exercises its back-in rights. At the end of September, we relinquished 50% of the block 
back to the Government as mandated. Production from Guando is subject to a 5% to 25% royalty depending on daily 
production levels. Also, profits earned in Colombia are subject to a 35% income tax rate. 


Exploration Blocks 

We have interests in four other exploration blocks in the Upper Magdalena Basin, which together span 1.2 million 
gross acres. Villarrica, Fusagasuga (Fusa) and El Descanso were acquired in 2000 and Muisca was acquired in 2001. 
The table below describes planned activities for 2002: 


Block Interest 2002 Activity 

ATELY a WUE pd SIA ae em ey oe eee 50% “” continue seismic program 

2 SUSE DS REE) Rey hr i ae NN Aa D0% drill Atadero exploration well 

MEM DESCADSOn wit iccese Shoes eusetionevies sy 50% drilled unsuccessful exploration well in January 2002 
BVEUES CAME, fechtir czas Mantas Ses ssSesaYodpsoaserks 100% begin seismic program 


(1) working interest decreased from 100% to 50% following farm-out in 2001 


We have a US $6 million expenditure commitment on the Villarrica, Fusa and El Descanso Blocks. To the end of 2001, 
a total of 582 km of seismic has been shot. Ecopetrol has granted us an extension of terms on the Villarica Block which 
allows us to carry out additional seismic in 2002. Our minimum work commitment on Muisca is to shoot 100 km of 
seismic, which is expected to be completed prior to June 2002. On all blocks, Ecopetrol retains the right to back-in at 
the declaration of commerciality for a 30% interest. 


Indonesia 


In 1996, Nexen acquired a 100% interest in the 2.7 million acre Seram Block off the north coast of the island of Seram. 
An unsuccessful exploration well was drilled on the block in 2001. During 1997, Nexen acquired a 100% interest in 
the 2.1 million acre Manna Block in southwest Sumatra. An unsuccessful exploration well was drilled on the block in 
early 2000. Nexen has fulfilled all commitments on both of these blocks. 


SYNTHETIC CRUDE OIL 


A key part of Nexen’s strategy is the economic development of its bitumen resource to provide low risk, stable future 
growth. Nexen is currently involved in this activity through its 7.23% interest in the Syncrude Joint Venture. In 
addition, we have extensive land holdings in the Athabasca area of Alberta, which contain significant quantities of in- 
situ bitumen. 


Syncrude Joint Venture 


Acreage: 

(thousand acres) Developed Undeveloped Total 
Gross 106 152 258 
Net 8 11 19 


Proved Reserves: 


(mmbbIs) Working Interest Net 
256 2311 


2001 Production: 
(mbbls/d) Working Interest Net 
16.1 SES) 


We have a 7.23% interest in the Syncrude Joint Venture which we acquired in 1983. Syncrude was created in 1975 to 
mine shallow deposits of oil sands and extract and upgrade crude oil bitumen into a high-quality, light, synthetic crude 
oil. The oil sands are located on eight leases spanning 258,000 acres north of Fort McMurray, Alberta. Since startup in 
1978, Syncrude has produced over one billion barrels of synthetic crude oil. The operating term for leases controlled by ~ 
Syncrude currently extends to the year 2035. However, Syncrude can hold the leases for 80 years if there are plans to 
develop the lease. 


Syncrude mines oil sands at three mines, the Base, North and Aurora mines. Approximately two tons of oil sands are 
required to produce one barrel of synthetic crude oil. The oil sands are mixed with hot water, steam and caustic soda to 
produce a slurry from which the bitumen floats as froth. The slurry is transported to the extraction plant, treated to 
remove water and solids and is fed into cokers for upgrading. The bitumen is upgraded and separated into naphtha, 
light gas oil and heavy gas oil streams. These streams are hydrotreated to remove sulphur and nitrogen impurities and 
are mixed together to form light, sweet synthetic crude oil. By-products of the process, sulphur and coke, are 
stockpiled for future sale. 


Expansions 

In 1999, the Alberta Energy and Utilities Board (AEUB) approved an increase in Syncrude’s production capacity to 
465,700 bbls per day. At the end of 2001, Syncrude had increased its synthetic crude oil capacity to 257,500 bbls per 
day with the development of the Aurora Mine. In 2001, the Syncrude owners approved the third phase of the Syncrude 
expansion, which will increase capacity to 364,300 bbls per day (26,300 bbls net to Nexen) by early 2005 at an 
estimated cost of $4.5 billion ($325 million net to Nexen). 


Royalties 

Syncrude pays a royalty to the Province of Alberta. Subsequent to 1987, this royalty was equal to 50% of Syncrude’s 
deemed net profits after deduction of certain capital expenditures. In 1995, the Province announced generic royalty 
terms for new oil sands projects that provided for a royalty rate of 25% on net revenues after all costs have been 
recovered, subject to a minimum 1% gross royalty. In 1997, the Province of Alberta and the Syncrude owners agreed 
to move to the generic royalty terms when the total of all allowed capital costs incurred after December 31, 1995 
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equaled $2.8 billion Go That total was surpassed at the end of 2001, and so the Syncrude Joint elas moved to 
generic terms in January 2002. 


During the transition period, the Province of Alberta’s share of deemed net profits was based on a weighted average 
blended rate of 50% net profits interest on base production of 74 million barrels per year, and a 25% net profits interest 
on annual production over 74 million barrels. In addition, 43% of allowed capital costs were applied as a deduction 
from the Province of Alberta’s share of the deemed net profits. 


Pricing 
The quality of Syncrude’s synthetic crude oil typically allows it to be sold at a premium to WTI, adjusted for 


transportation, quality and currency differences. 


Light Synthetic Crude Oil Project at Long Lake, Alberta 


G Syncrude 


Nexen has interests in numerous oil sands leases in the Athabasca 
region of northern Alberta, which contain significant quantities of in- 
situ. bitumen. The bitumen is located in deposits buried too deep to 
: use surface mining techniques. One of the most promising 
c/a technologies for extracting these reserves is Steam Assisted Gravity 
rw 
aicy 


Fort 
McMu ray 
e 


Drainage (SAGD). This technology injects steam at the top of a 
reservoir and then collects the bitumen from a parallel horizontal well 
bore located lower in the reservoir. We have participated in a variety 
of research and pilot projects testing this technology. 


ALBERTA 
~ SASKATCHEWAN 


To Hardisty 


Ril Proposed Long Lake Upgrader 
CJ Nexen Bitumen Acreage 
<5 100 Mile Exclusive OPT) Technology Rights 


OPTI Joint Venture 

In 2001, we formed a joint venture with OPTI Canada Inc. to develop in-situ bitumen using SAGD technology, and to 
construct a field upgrading facility in the Athabasca region, incorporating OPTI’s patented OrCrude™ technology. As 
part of the agreement, Nexen acquired the exclusive right with OPTI to use the technology within a 100-mile radius of 
the Long Lake property, and the right to use the technology elsewhere in the world. 


The OrCrude™ technology converts bitumen into partially upgraded sour crude oil and asphaltenes. A 500-barrel per 
day demonstration plant applying this technology has been successfully upgrading bitumen from the Cold Lake and 
Athabasca regions since April 2001. By coupling the OrCrude process with commercially available hydrocracking and 
gasification technologies, the sour crude will be upgraded to light (37° API) synthetic crude oil and the asphaltenes will 
be converted to hydrogen-rich, low energy fuel gas and free hydrogen. We estimate the capital costs of producing and 
upgrading bitumen based upon this technology will be comparable to those of surface mining and upgrading on a barrel 
of daily production basis. However, we estimate the ongoing operating and maintenance costs will be substantially 
lower due, in part, to the availability of low-cost fuel gas and free hydrogen. 


An application to construct a bitumen upgrader at Long Lake (Lease 27) has already been submitted to the Province of 
Alberta. We plan to commence a 3,000-barrel per day SAGD pilot project at Long Lake in 2002, followed by 
commercial SAGD projects there and on other Nexen lands. If successful, we expect to begin construction of a 
60,000-70,000 barrel per day upgrading facility in 2003, with a target completion date in 2006. We are the operator of 
the Long Lake lease and will be responsible for construction, development and operation of the SAGD projects. OPTI 
will be responsible for design, construction and operation of the upgrader. 
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The royalty terms are consistent with the generic royalty terms for oil sands projects that provide for a royalty rate of 
25% on net revenues after all costs have been recovered, subject to a minimum 1% gross royalty. 


OIL AND GAS MARKETING 


Nexen markets proprietary and third party crude oil and natural gas volumes and engages in energy trading. These 
activities are designed to enhance the price realizations from the sale of Nexen’s proprietary and third party oil and gas 
production, provide market and business intelligence in support of our oil and gas activities, as well as contribute 
independent earnings and cashflow. These activities are more fully described in Item 7. 


RESERVES, PRODUCTION AND RELATED INFORMATION 


In addition to the tables below, we refer you to the Supplementary Financial Information in this Form 10-K for 
information on our oil and gas producing activities. Nexen has not filed with or included in reports to any other United 
States federal authority or agency, any estimates of total proved crude oil or natural gas reserves since the beginning of 
the last fiscal year. 


Net Sales by Product 
2001 2000 1999 
(millions) 
Conventional Crude Oil and Natural Gas Liquids.............. ya 22 $15652 $ 928 
Synthetic, Crude: Oil te ice. 1 sees eet ccs aoe Peseta e acco cen ppb) 199 162 
Natural Gas. srecccteccc icc tote eee Conners occ hoofs conic con noteeneta teat 497 425 229 
$2,143 $ 2,276 $1,319 


Crude oil and natural gas liquids represent approximately 77 per cent of oil and gas sales, while natural gas represents 
the remaining 23 per cent. 


Sales Prices and Production Costs 


Average Sales Price Average Production Costs 
2001 = 2000 1999 2001 2000 1999 
Crude Oil and Natural Gas Liquids ($/bb1) 
MMOn direst sssst decks et pa ere em ee ee $35.05 $40.53 $26.36. $ 1.62 $ 1.42 $ 1.33 
Canada iss aphictsct Mask can cadencacarespael ane na Arete any $24.86 $33.49 $20.53 $ 6.13 $ 5.46 $ 5.08 
United States s..0:.:c.sscscntedues ane ee $38.35 $44.18 $26.51 $ 6.01 $5.00 $ 4.69 
Austtalia....:ccccs-cinctear ee ee POSE 2941.05" 3. = $13.50" "S°6.92 “eee 
Other Countries ......ciiiz. tests dona eee Nees $37.37 $40.12 $23.30 $ 8.16 S5Is53 $ 6.16 
Synthetic Crude iOil -..::1:-2sp. tied ae ee ee $39.90 $44.84 $28.12 $19.43 $18.36 $12.53 
Average Sales Price Average Production Costs 
2001 =. 2000 1999 2001 2000 1999 
Natural Gas ($/mef) 
AMAA, 5 nsneessasenseencuates 12d SRL cec ee $5.02 $4.38 $2.46 $0.39 $0.47 $0.40 
Witte States... 2. Lcccun cigarette tn eee $6.66 $6.90 $3.45 $1.00 $0.83 $0.78 


Producing Oil and Gas Wells 


2001 
Oil Gas Total 
Gross Net” Gross Net” Gross Net” 
BYCIMCM eerie ce eees eee cece cs 197 102 - - 197 102 
LOOSE GE VG a 3,847 2,341 De DND 1,944 6,059 4,285 
RUMILEG SCALES? . o.<5.0<08s5 5030s 183 82 245 114 428 196 
ROAGIOUNIID ¢ eceszivcdscicrasesscens 8 3 - - 8 3 
JAEGER Soe DD 2 = - 2 p) 
ENUSCMUA ds cc aphcucMte ee oe sescaseen sens 5 3 - - 3 5 
TIE) NOGA ee ee 4,240 pies) 2,457 2,058 6,697 4,591 
Notes: 
(1) Gross wells are the total number of wells in which an interest is owned. 
(2) Net wells are the sum of fractional interests owned in gross wells. 
Oil and Gas Acreage (thousands of acres) 
2001 
Developed Undeveloped” Total 
Gross Net Gross Net Gross Net 
emer ent, CoN ert 38 20 20,150 11,321 20,188 11,341 
PARA eT tcc tike 1,328 1,007 2,421 1,612 3,749 2,619 
RSTAMEG: STALCS* Oot race. cccseceice se 178 97 814 380 992 477 
PEISUP ALLA tates ces tenets teceeas 1 1 7,810 Salon 7,811 5,183 
Niseriae Ot ir iee is Ae 1 1 483 108 484 109 
PNGONESIA ocean el : 4,793 4,793 4,793 4,793 
Colombra. oe - - 1,188 __790 ~IE188 __790 
Conventional Total ............. 1,546 1,126 31,659 24,186 39,205 25 51Z 
Synthetic Crude Total......... _ 106 ees 152 ad 258 S219 
Notes: 


(1) Undeveloped acreage is considered to be those acres on which wells have not been drilled or completed to a point that would 
permit production of commercial quantities of crude oil and natural gas regardless of whether or not such acreage contains proved 
reserves. 

(2) The acreage is covered by production sharing contracts. 

(3) The acreage is covered by a risk service contract. 


Drilling Activity (wells drilled) 


2001 
Net Exploratory Net Development 
Productive Dry Holes Total Productive Dry Holes Total Total 
Yemen... eee - 1s) 1.5 BOM, 1.6 32.3 33.8 
CANA ARS. cte.g cee oe 38.6 20.8 59.4 369.9 8.3 378.2 437.6 
United Statess-s ee 3.8 12 5.0 5:3 - 33, 10.3 
AUSUR AAS <.ccce inn -oesctee - 0.4 ; 0.4 - - - 0.4 
Other Countries™”......... he 129 aul: ars 0.4 22 168 
Ota Astute 43.6 26.8 70.4 407.7 10.3 418.0 488.4 
2000 
Net Exploratory Net Development 
Productive Dry Holes Total Productive Dry Holes Total Total 
Vieinei ee ee cece - - - [3.5 Za 15.6 15.6 
Canadas sce ccen eee: B95, 20; 2 39:7 379.4 16.5 3934 455.6 
United States =e as? 2 4.4 8.1 aS 9.6 14.0 
Australias 4.23242 . 0.9 0.9 - - - 0.9 
Other Countries””......... wie2 a8 3.0 ae Meee vee 3.0 
"Votabeee encore ee 42.6 25.4 68.0 401.0 20 421.1 489.1 
1999 
Net Exploratory Net Development 
Productive Dry Holes Total Productive Dry Holes Total Total 
YemiCn ene - 0.5 0.5 f5.1 1.0 LOSE 16.6 
Canadian cue ientesecscatee 10.7 20.6 Sh) hx8) 214.1 14.0 228.1 259.4 
Wnitedisiatess eee - 1.1 i | Peal | Ie? 8.9 10.0 
Australia. 2640. nce - 1.0 1.0 1.0 i i ee: ae 
Other Countries”......... bie 208 207 E02 oe Ra Os 49 
Otay cece teccs ee LOT. 239 34.6 235-1 16.7 254.8 289.4 
Notes: 


(1) Other countries includes drilling primarily in Indonesia, Nigeria and Colombia. 
(2) At December 31, 2001, the Company was in the process of drilling three wells (1.3 net) in the United States, seven wells (5.9 net) 
in Canada, four wells (2.1 net) in Yemen and one well (0.4 net) in Colombia. 


CHEMICALS OPERATIONS 


Our chemicals operations provide a reliable source of cash flow. Over the past three years, we have made significant 
investments to grow our capacity, expand internationally and lower our overall cost structure. These investments have 
allowed us to maintain a strong position in the bleaching chemicals industry. We manufacture, market and distribute 
sodium chlorate and chlor-alkali products (chlorine, caustic soda and muriatic acid) in Canada, the United States and 
Brazil. We also market a small amount of sodium chlorate and caustic soda in Asia. 


The key factors driving the highly competitive bleaching chemicals market are reliability of supply and technical 
service and price. Our manufacturing facilities are modern and reliable, and strategically located to capitalize on 
competitive power costs and/or transportation infrastructure in order to minimize production and delivery costs. 


- m Sodium Chlorate 
1 Chior-Alkali 


North America 

We manufacture sodium chlorate at six facilities in North America: Nanaimo, British Columbia; Bruderheim, Alberta; 
Brandon, Manitoba; Amherstburg, Ontario; Beauharnois, Quebec; and Taft, Louisiana. We also manufacture chlor- 
alkali products at North Vancouver, British Columbia. 


In 1995, we combined our industrial chemicals operations in North America with Occidental’s sodium chlorate facility 
located at Taft, Louisiana. We held an 85% interest in the venture and acted as managing partner. During 2000, we 
exchanged our oil and gas operations in Ecuador for Occidental’s 15% interest in our chemicals operations, as 
described in Note 14 to the Consolidated Financial Statements. We now own 100% of our chemicals operations. 


The pulp and paper industry consumes approximately 95% of sodium chlorate production in North America. Our North 
American sodium chlorate production is marketed to numerous pulp and paper mills under multi-year contracts that 
contain price and volume provisions. Approximately 25% of this production is sold in Canada and the remainder is 
sold in the United States, with a small component marketed offshore. Currently, we are the third largest producer of 
sodium chlorate in North America with continent-wide supply capability. Our annual production capacity for sodium 
chlorate in North America is 480,000 short-tons. 


Our chlor-alkali facility in British Columbia manufactures caustic soda, chlorine and muriatic acid. In British 
Columbia, almost all of our caustic soda is consumed by local pulp and paper mills, while our chlorine is sold to 
various customers in the polyvinyl chloride, water purification and petrochemicals industries, primarily in the United 
States. We have 380,000 short-tons of chlor-alkali capacity at this location. 


Brazil 
In December 1999, we acquired a 39,000 short-ton per year sodium chlorate plant and a 35,000 short-ton per year 
chlor-alkali plant in Brazil from Aracruz Cellulose S.A., the leading manufacturer of pulp in Brazil. All of our 
production is sold to Aracruz under a long-term sales agreement that has an initial six-year take-or-pay component. We 
are expanding our plant in Brazil to capitalize on the expected growth in demand for pulp bleaching chemicals in 
Brazil. 


Costs 

Electricity is the single largest cost incurred by our operations, representing over half of our cash costs. Other primary 
raw materials used in the production of sodium chlorate and chlor-alkali products are salt and fresh water. We secure 
long-term contracts for these materials to ensure sufficient supply and competitive costs. Labour is also a significant 
component of the manufacturing costs, with approximately 50% of our chemicals’ workforce being unionized. We 


have active collective agreements in place at all of our unionized plants. 


The Province of Alberta deregulated the electricity market in Alberta in January 2001. The balance of supply and 
demand and high natural gas prices during the first half of 2001 led to significantly higher electricity costs for our 
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operations in Alberta. The electricity market improved substantially in the second half of 2001, with new capacity 
coming on-stream and energy prices moderating. 


OTHER ACTIVITIES 


Moose Jaw Asphalt 

Prior to January 2002, Nexen owned Moose Jaw Asphalt Inc., which produces asphaltic paving products, petroleum- 
derived fuels and specialty distillates. The financial results of Moose Jaw Asphalt Inc. are included in Corporate and 
Other Items in Note 14 to the Consolidated Financial Statements. Effective January 2, 2002, Nexen sold Moose Jaw 
Asphalt Inc. 


ADDITIONAL FACTORS AFFECTING BUSINESS 
See Item 7 of this Form10-K. 
Government Regulations 


Nexen’s operations are subject to various levels of government controls and regulations in the countries in which it 
operates. These laws and regulations include matters relating to land tenure, drilling, production practices, 
environmental protection, marketing and pricing policies, royalties, various taxes and levies including income tax, and 
foreign trade and investment, all of which are subject to change from time to time. Current legislation is generally a 
matter of public record, and the Company is unable to predict what additional legislation or amendments may be 
proposed that will affect the Company’s operations or when any such proposals, if enacted, might become effective. 


Environmental Regulations 
Oil and Gas Operations 


Our oil and gas operations are subject to government laws and regulations designed to protect the environment in the 
countries where we operate. We believe that our operations comply in all material respects with applicable 
environmental laws. ; 


Canada 

In Canada, these provisions, which are implemented principally by Environment Canada and Transport Canada and 
comparable provincial agencies, govern the management of hazardous waste, the discharge of pollutants, the 
construction of new discharge sources and the transportation of dangerous goods. The laws generally provide for civil 
and criminal penalties and fines, as well as injunctive and remedial relief. 


United States 

In the United States, these provisions, which are implemented principally by the United States Environmental 
Protection Agency, the Department of Transportation and the Department of the Interior and comparable state 
agencies, govern the management of hazardous waste, the discharge of pollutants into the air and into surface and 
underground waters and the construction of new discharge sources, the manufacture, sale and disposal of chemical 
substances, and surface and underground mining. These laws generally provide for civil and criminal penalties and 
fines, as well as injunctive and remedial relief. 


Yemen 

In Yemen, the Yemen Environmental Protection Law was ratified by Parliament and issued by Presidential decree in 
October 1995. Yemen Republican Decree No. 11 in respect of Protection of the Maritime Environment from Pollution 
was passed in 1993 and establishes the Public Corporation for Maritime Affairs as the regulatory authority for maritime 
activities. Under the terms of an agreement with the Government of Yemen in March 1996, the Company prepaid and 
was released from further obligation regarding dismantlement and site restoration costs on the Masila Block 
Development Project. 
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Nigeria 

In Nigeria, we have entered into a risk service contract with an indigenous company. The indigenous company is 
responsible for obtaining all regulatory approvals associated with development in Nigeria. Pollution control 
regulations in oil and gas operations are governed by the Principal Legislation of Petroleum Act 1969. The regulations 
are made pursuant to section 8(i)b(iii) of the Petroleum Act. Revisions to existing regulations regarding waste 
discharges, environmental management systems, audits, decommissioning and oil spillage investigation were to have 
been issued before the end of 1999 but have been delayed. In November 1999, the Federal Ministry of the 
Environment announced that, pursuant to the Environmental Impact Assessment (EIA) Decree No. 86 of 1992, they 
have been charged with full responsibility for supervising all aspects of the environmental management of the oil and 
gas industry, replacing the environment division of the DPR and the defunct Federal Environmental Protection Agency. 
The timing and implications of these changes have yet to be determined. 


Australia 

In Australia, the offshore petroleum industry is regulated by broadly consistent Commonwealth, State and Territory 
legislation. The States and Northern Territory have jurisdiction over onshore petroleum operations, including petroleum 
within coastal waters. Petroleum operations beyond three nautical miles from the territorial sea baseline are subject to 
the Commonwealth Petroleum (Submerged Lands) Act 1967 (PSLA). The key subordinate and related legislation 
which impact offshore health and safety are the Petroleum (Submerged Lands) (Management of Safety on Offshore 
facilities) Regulations 1996 and the State and Northern Territory OH&S Acts and Regulations, which are applied 
through Section 9 of the PSLA. Other State and Territory laws are applied to offshore areas through Section 11 of the 
PSLA. There are generally two administrative decision-making bodies in respect of each offshore area; a Joint 
Authority, comprising the Commonwealth Minister responsible for resources and the equivalent State or Northern 
Territory Minister, which is the principle decision-making body, and a Designated Authority, which handles the day-to- 
day administrative matters relating to petroleum activities in the defined area. Titleholders under the PSLA are 
responsible for all petroleum related activities (including safety) in the permit/licence area. The designated 
representative of the title holder is the operator. In July of 2000, the Environmental Protection and Biodiversity 
Conservation Act became law. Under this Commonwealth Act, operators are required to assess their projects to 
determine whether an action is likely to have a significant impact on matters of national environmental significance, 
and make a decision respecting submission of that assessment to a public referral process. The referral is expected to 
add some time to the existing approval process but have little impact on most routine activities and operations. 


Colombia 

In Colombia, operations are subject to environmental regulations under the Ministry of the Environment. Community 
consultation is regulated by the Ministry of the Interior. Recent attempts to streamline issuance of hydrocarbon licenses 
have met with limited legislative success. The basic process, results in an average time to receipt of license of between 
one and three years, starts with the Ministry of Interior requirements for community consultation, followed by 
preparation of the required environmental impact assessment and management plans, followed by review within the 
Ministry of the Environment and the regional environmental authorities. 


Indonesia 
In Indonesia, operations are subject to environmental regulations under the revised Law Number 23 of 1997 Regarding 


Environmental Management. 


From time to time, Nexen may conduct activities in countries where environmental regulatory frameworks are in 
various stages of evolution. Where regulations are lacking, Nexen observes Canadian standards where applicable, as 
well as internationally accepted industry environmental management practices. 


Kyoto Protocol as . 
Canada was one of 160 countries that adopted the Kyoto Protocol in December 1997. This international treaty 


establishes commitments to reduce emissions of greenhouse gases that are believed to be responsible for increasing the 
surface temperatures of the Earth and affecting the global climate. The Protocol obliges approximately 38 countries 
(the Annex 1 countries) to meet national targets that range from an increase of 10% to a reduction of 8% over a 1990 
base. The overall reduction averages 5%, and these commitments are to be met during the “first commitment period” 
of 2008 to 2012. Canada committed to a 6% reduction over the 1990 base when it signed the Kyoto Protocol in April 
1998. Economic modeling studies have shown that if emission reductions are met through domestic action in Annex | 
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countries alone, there will be severe negative impacts to these countries economies, and in particular those such as 
Canada whose economies are resource and energy intensive. 


Nexen has established a senior management level climate change steering committee and is active in responding to the 
climate change issue domestically and internationally through industry associations and membership in Canada’s 
Voluntary Challenge and Registry. The decision by the US government to withdraw from the Kyoto Protocol has 
serious implications for Canada in the context of a continental or hemispheric energy market, but we expect the US will 
develop a response to GHG strategies perhaps using the NAFTA model. Nexen executives have made their views on 
Ratification known to senior Federal and Provincial politicians and bureaucrats and continue to actively work the issue 
internally and with the relevant industry associations. 


In 2000, Nexen purchased a share in the Rio Bravo Carbon Sequestration in Belize, a project sponsored by The Nature 
Conservancy and managed by the Project for Belize. The project preserves 260,000 acres of mature forest, has 
significant biodiversity aspects, and provides opportunities for eco-tourism and sustainable logging. It will not qualify 
for Clean Development Mechanism (CDM) credits in the first commitment period but may be eligible for credit in 
whatever program the US enacts. Additional CDM opportunities are being investigated in our core countries including 
Colombia. 


Syncrude Joint Venture Operations 

The Syncrude Joint Venture is regulated by the AEUB and the Alberta Department of Environment (AENV). In 1999, 
the AEUB extended the Syncrude Joint Venture’s operating term through 2035 giving the flexibility required for 
ongoing orderly development of the operation and reclamation of the site. The AENV issued its approval under the 
Alberta Environmental Protection and Enhancement Act effective December 21, 1995. The approval is for the 10 year 
period through to December 2005, which is the maximum term provided for in the legislation, and is a consolidated 
document covering air, land, water and waste management matters. Land reclamation is proceeding at a rate of 
approximately 200 hectares per year, thereby minimizing annual future reclamation costs. 


Chemicals Operations 

Nexen Chemicals maintains an active environmental and safety program at its sites to further its policy of excelling as a 
Responsible Care® Organization. Many of the Chemicals facilities (i.e. Amherstburg, Beauharnois, Brandon, 
Bruderheim, Nanaimo, and North Vancouver) have completed quantitative risk assessments to assist both the facilities 
and the communities in their emergency response and risk management plans. The results of these reviews have been 
communicated to each respective community. 


Since 1972, the North Vancouver facility has been the British Columbia regional control centre for the North America 
Chlorine Emergency Plan. Through this plan, the Company participates with other chlorine producers to provide 
professional and responsive action in the event of a chlor-alkali related emergency anywhere in their region of 
responsibility. 


Nexen Chemicals has taken an active role in the Canadian Chemical Producers’ Association (CCPA) CAER 
(Community Awareness and Emergency Response) and TRANSCAER (Transportation CAER) projects. In 1989, 
Nexen Chemicals and other members of the Canadian Chemical Producers’ Association expanded the CAER and 
TRANSCAER programs to the Responsible Care® initiative. This initiative is based on the industry’s commitment to 
the responsible development, manufacture, transportation, handling, distribution, use and ultimate disposal of 
chemicals so as to minimize adverse effects on people and the environment. Nexen Chemicals successfully completed 
the CCPA’s Round 1 Responsible Care® verification process in 1995. In 1998, Nexen Chemicals was the first 
company to undergo Round 2 verification of its Responsible Care® management systems. In 2000, the Taft facility 
successfully completed a third party American Chemistry Council Responsible Care® Management System 
Verification to ensure compliance to the Responsible Care® codes of practice in the United States. 


Of significance to the Company’s chemicals operations are regulations, which apply to its pulp and paper customers. 
In British Columbia, current regulations allow discharge of 1.5 kg of absorbable organically bound halogens (““AOX’’) 
per tonne of pulp produced. This limit decreases to zero in 2002. Consequently, the use of chlorine as a bleaching 
agent is under pressure as customers move to elemental chlorine-free pulp bleaching. Other Canadian provinces and 
the United States have established more reasonable, science-based AOX levels which the pulp and paper industry can 
meet with the use of sodium chlorate as the bleaching agent. The chemicals industry is working with the Canadian 


18 


Chlorine Coordinating Committee, the Chlorine Chemistry Council and the pulp and paper industry to have the 
Province of British Columbia reassess its position. The Government of Canada is working with the industry to 
manage, rather than eliminate, the use of chlorinated substances. 


Operations in the United States are also subject to various federal and state laws and regulations which govern the 
management of hazardous waste, the discharge of pollutants into the air and into surface and underground waters, the 
construction of new discharge sources, and the manufacture, sale and disposal of chemical substances. 


The Aracruz facility in Brazil operates in accordance with a number of federal and state laws and regulations, as well as 
a new civic environmental policy for the city of Aracruz. These regulations address various aspects of environmental 
management, including environmental zoning for industrial applications, assessment of environmental impacts and 
licensing of activities that may impact the environment. 


Nexen Chemicals (Brazil) is a member of the Brazilian Industrial Chemical Association (ABIQUIM) and is committed 
to the ABIQUIM Responsible Care initiative. Nexen Chemicals (Brazil) is currently implementing management 
systems to fulfill the Responsible Care Codes of Practice, with implementation scheduled for completion in 2003. 


Environmental Provisions and Expenditures 


At December 31, 2001, $182 million has been provided in the accounts for future dismantlement and site restoration 
costs which are currently estimated at approximately $487 million for all of the Company’s oil and gas and chemicals 
facilities. During 2001, we recorded a provision for future dismantlement and site restoration costs of $45 million. 


During 2001, the Company’s capital expenditures for environmental-related matters, including environment control 
facilities, were approximately $24 million. The Company’s operating expenditures for environmental related matters 
were approximately $10 million. Environmental related capital expenditures in 2002 are expected to be similar to 
2001. 


EMPLOYEES 


At December 31, 2001, the Company had 1,947 employees in the following operations - Oil and Gas: Canada 634, 
United States 148, International 323 (176 in Yemen and 147 in Canada and other areas); Chemicals 397; Oil and Gas 
Marketing 118 and Corporate 327. The Company also had 633 national employees in the following countries - Yemen 
540, Nigeria 23, Indonesia 14, Colombia 14 and Brazil 42. 


Approximately 50% of the employees in the Chemicals operations are unionized. The unionized facilities are located 
at North Vancouver and Nanaimo, British Columbia; Brandon, Manitoba; Beauharnois, Quebec and Aracruz, Brazil. 
Union contracts at. Nanaimo and Beauharnois are in effect until 2003 and until 2004 for Brandon. Contract 
negotiations are currently in progress at North Vancouver. Union contracts in Brazil are renewed on an annual basis. 


Approximately 10% of the employees in the Canadian oil and gas operations are unionized. Unionized facilities are 
located at Balzac, Alberta, with contracts in effect until 2004. 


ITEM 3. LEGAL PROCEEDINGS 


There are a number of lawsuits and claims pending against the Company, the ultimate results of which cannot be 
ascertained at this time. Management is of the opinion that any amounts assessed against the Company would not have 
a material adverse effect upon its consolidated financial position or results of operations. 


Nexen received an order on February 17, 1999, under the British Columbia Waste Management Act to conduct a 
comprehensive remediation program, including soil and ground water remediation, with respect to its former chlor- 
alkali plant site at Squamish, British Columbia. The Order is within the scope of contemplated and accrued 
environmental remediation requirements for the former plant site and does not constitute a fine or penalty upon the 
Company. The Company is in compliance with the Order. 


The Company’s United States operations have received, over the years, notices and demands from the United States 
Environmental Protection Agency, state environmental agencies, and certain third parties seeking to require 
investigation and remediation under federal or state environmental statutes. Although no assurances can be made, the 


Company believes its United States operations are protected from any present or future material liabilities that may 
arise from these sites because of Assumption and Indemnification Agreements in place. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


No matters were submitted to a vote of the Company’s Security holders during the fourth quarter of 2001. 
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PART II 


ITEM 5. MARKET FOR THE REGISTRANT’S COMMON SHARES AND RELATED 
STOCKHOLDER MATTERS 


Common shares of the Company are traded on The Toronto Stock Exchange and the New York Stock Exchange. 
Effective November 14, 2000, the Company’s common shares commenced trading on the New York Stock Exchange 
and ceased trading on the American Stock Exchange. 


On December 31, 2001, there were 1,375 registered holders of common shares and 121,202,444 common shares 
outstanding. The number of registered holders of common shares is calculated excluding individual participants in 
securities positions listings. The following is the trading range, as reported by The Toronto Stock Exchange and the 
American and New York Stock Exchanges, during the past two years: 


The Toronto New York 
Stock Exchange Stock Exchange 
High Low High Low 
(Cdn $) (US $) 
2001 
Base Warter 2 Nei. ccccik LE Bosses $ 39.90 $ 31.00 Soak $ 20.69 
BECOME UALCE LS. 1. ads Sicongevevon tedtiesicedesseeee $ 40.65 $ 32.40 $ 26.61 $ 20.60 
DO ATUCT Ate na Pec causes eve o he Pexesnss $ 41.50 $28.10 $ 26.12 $ 17.95 
Ee ON ATICE Bach nas: HT ae. hcuakeedo haps S252) $29.51 $ 22.39 $ 18.73 
2000 
TRE ATACT «52k A idcha cde ovisuns ley aise eidvsase $ 34.50 $ 26.40 $ 23.69 $ 18.19 
ee UO MMUATICL PE. LW va ctebttodtaststes «unis $ 44.65 $ 32.00 $ 30.00 $ 22.00 
“FP COTIEY 9 1S) See tl ae $ 45.20 $33.45 $ 29.88 $ 24.56 
BORGO ACLOL A. ao sdnvsyonasBeec<tsasescssecet $ 41.90 $ 33.30 $ 27.56 $ 23.06 


The Company declared the following quarterly dividends on its common shares during the past two years: 


First Second Third Fourth 

Quarter Quarter Quarter Quarter 

P()(Oieeriere tee at ae lee vel cea Ne a, $ 0.075 $ 0.075 $ 0.075 $ 0.075 
200 R: DESes ee: VIED ARERR RS $ 0.075 $ 0.075 $ 0.075 $ 0.075 


Payment date was the first day of the next quarter. 


The Income Tax Act of Canada requires that the Company deduct a withholding tax from all dividends remitted to non- 
residents. In accordance with the Canada-US Tax Treaty, the withholding tax is 15% on dividends remitted by the 
Company to residents of the United States, except in the case of an affiliated company where the withholding tax is 


5%. 


The Investment Canada Act requires that a “non-Canadian” (as defined) file notice with Investment Canada and obtain 
government approval prior to acquiring control of a “Canadian business” (as defined). Otherwise, there are no 
limitations, either under the laws of Canada or in the charter of the Company, on the right of a non-Canadian to hold or 
vote the Company’s securities. 


On February 3, 2000, at a Special Meeting of Shareholders, a Shareholder Rights Plan (Plan) was approved. The Plan 
creates a right attaching to each present and future outstanding common share, with each right entitling the holder to 
acquire additional common shares during the term of the right. Prior to the Separation Date, the rights are not 
separable from the common shares and no separate certificates are issued. The Separation Date typically occurs at the 
time of an unsolicited takeover bid, but the Board of Directors of the Company can defer the Separation Date. 
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Prior to any person acquiring 20% or more of the common shares of the Company (a Flip In Event) each night entitles 
the holder thereof to acquire additional common shares of the Company at an exercise price which is at a substantial 
premium to the market price. Accordingly, no rights are exercised at that time. However, once a Flip In Event occurs, 
each right, other than those attached to the shares acquired by the person causing the Flip In Event, becomes a right to 
acquire common shares at a price equal to half the then market price. The Plan must be reapproved by shareholders on 
or before the Company’s annual general meeting in 2002 to remain effective past that date. 


On April 17, 2000, the shareholders approved the repurchase from Occidental and cancellation of 20 million common 
shares. 


ITEM 6. SELECTED FINANCIAL DATA 


Five Year Summary of Selected Financial Data in Accordance with US GAAP 
For the Years Ended December 31 


2001 | 2000 1999 1998 1997 
(dollar amounts in millions except per share data) 
Results of Operations 
Ne@Sales 5.0. SR AE eee $ 2,561 $ 2,674 $ 1,611 $ 1,440 $ 1,693 
Netinéome: (boss) iat o i.ss-.:snsk eee $ 365 Ses 22 $ 63 $ (115) $ 137 
Net Income (Loss) per Common Share" ....... $ 3:03 $ 417 $ 0.46 $ (0.84) $ 1.00 
Financial Position 
TORmbBASStS tances: eerie Cheer eee $ 5,609 $ 5,874 $ 4,922 $ 5,025 $ 5,182 
Long-Term Debtn i. &. cesccccccccec sco ee $ 2,242 $ 2,238 $ 1,997 $\ 1,777 $ 2,167 
Shareholders” Equity 2. ...:...cc01--.:.2. eee $ 1,414 $ 1,050 $ 1,130 $ 1,074 $ 1,258 
Dividends Declared per Common Share........ $ 0.30 $ 0.30 $ 0.30 $ 0.30 $ 0.30 
Common Shares Outstanding (thousands) ”..... 11202 119,855 138,145 187-3738 136,610. 
Note: 


(1) During 2000, the Company entered into an Agreement to repurchase 20 million of its common shares, as described in Note 8 to the 
Consolidated Financial Statements. 


ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


The following should be read in conjunction with the Consolidated Financial Statements included in this report. The 
Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles 
(GAAP) in Canada. The impact of the significant differences between Canadian and United States accounting 
principles on the financial statements is disclosed in Note 15 to the Consolidated Financial Statements. Unless 
otherwise noted, tabular amounts are in millions of Canadian dollars, and sales volumes, production volumes and 
reserves are before royalties. 


In the Management’s Discussion and Analysis certain terms specific to the oil and gas industry are used, including 
“product netback” and “cash flow from operations”. These are non-GAAP terms and are defined within the document 


when first used. “Cash flow from operations” is defined as cash generated from operating activities before changes in 
non-cash working capital. 


2001 HIGHLIGHTS 


2001 2000 1999 


(dollar amounts in millions except per share data) 


Be Sem OIRO A st CU oars Seth Nate cides Sue vats daseshem i Libtavaces $ 450 $ 602 $ 100 

Re aE GRINER MENUS LALG cst oe Goes Dated cai Fk cat get Segoe hbesnrein coheWawoicterae cost $ 3.40 $ 4.52 $ 0.46 
Ce SLOPE TOUUOPCFALONS esac sere tteeaseeeobentoeertasvavarisawonntivetaese. $ 1,423 $ 1,569 $ 780 
DY AIGEPTOMUCHION Ciboel Ooi acescecstessetescvvsvaverscetdenaanvaeeandeanaesaesanss 268 256 239 


Strong crude oil and natural gas prices, excellent drilling results and strong results from our marketing operations 
combined to generate superior financial and operating results during 2001. Financial results were the second best in the 
Company’s history as net income reached $450 million, and cash generated from operations was $1,423 million. A 
capital investment program of $1.4 billion, our largest in history, generated growth in both production and reserves. Oil 
and gas production rates set a new annual record, averaging 268,000 barrels of oil equivalent (boe) per day. This 
represents an increase of 5% over 2000 levels. For the fifth consecutive year, Nexen’s reserve additions exceeded 
production, adding 135 million equivalent barrels of proved reserves. 


Nexen also took advantage of a significant number of opportunities for longer-term growth during 2001. Our 
exploratory drilling program, the largest in our history, was very successful resulting in two discoveries in the deep- 
water Gulf of Mexico. These discoveries, in addition to earlier discoveries in Nigeria, Colombia and the deep-water 
Gulf, provide us with a strong portfolio of projects to generate future growth. In addition, we entered into a joint 
venture agreement to commence the development of our in-situ bitumen resource in the Athabasca area of Alberta. Our 
strategy is focused on the use of proven technologies that include a unique and proprietary process to allow us to 
convert our bitumen resource into a synthetic crude oil at one of the lowest costs in the business. Developing this 
resource economically is a key strategic initiative for the Company as it provides a low-risk, low-cost, stable source of 
long-term production growth. 


Nexen takes a very disciplined approach to investing as we believe that financial flexibility and liquidity are 
fundamentally important to our operations. During 2001, our financial capacity remained strong. Cash generated from 
operations was used to fund substantially all of our capital investment program and to pay common and preferred share 
dividends. At year end, we had undrawn, committed long-term credit facilities in excess of $1 billion and a senior debt 
rating of BBB from Standard and Poor’s Corporation, Baa2 from Moody’s Investors Services, Inc. and BBB from 
Dominion Bond Rating Services Inc. In addition, the average term to maturity of our debt is just under 10 years. 
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OVERVIEW OF VARIANCES FOR NET INCOME 


2001 vs. 2000 2000 vs. 1999 
(millions) 
Net Income Se602 Ne LOL) 
Favourable (unfavourable) 
Cash Components 
Production Volumes, net of royalties 
Crude OilGvoluimes ascend eek soso tac bak acon see oer Pe 99 177 
Naturalieas volumes: 20. erssce se tosses an ae eee eee 31 (6) 
Commodity Prices, net of royalties 
Crude oili prices 2021%. 2A, RAS IR Se ier ee (272) 592 
Natural gas prices 11 iae c itese cee cede tete cere vee 23 205 
Oil and Gas operating costs 
Conventional 8 27, We Se ene eet ete creas (66) (30) 
Synthetic: 202 eee ar ccke cece etees net ae ene ee ee (16) (24) 
AU g 5, VY opel ine are tot eet reek dl tenth oh yoni antes Ran RE ei is oT 17 
CHEMMICAIS Tee rec iseshccshe saree Sparta eee ee re eee Z 30 
InterestiexPense coe sete ech ern eee eee ne eee 20 (26) 
CUITEME TAXES 5, create taccree ene een ae teen ee 26 (99) 
(is (os et eee GR tt eM ent ai eet Roeland ia PRS dk era sh LC at (30) (47) 
Total Cash Varianee@se 5c. .cascseccocss ne eee oe (146) 789 
Non-Cash Components 
Depreciation, Depletion and Amortization Expense................. 42 (133) 
Exploration EXDense j...5.-..s..scturescuecsacd rs ee ee (92) (37) 
Puture Income Tax: ( cco. eeetee 2 Oak ate a eee cere TG) (134) 
QUE iis55d5 SG Saeercdeschiveeesoves cust hal set oes ane Cee Ea TE cepa ERE aE cence (33) 17 
Total. Non-Cash, Variance oiiissivsces..scc.csscdecotoettecs<ccstercrc ties (6) (287) 
Net, Income \..35 0208 riots eee $ 450 $ 602 


Net income for 2001 was $152 million less than the record of $602 million set in 2000. This decrease is largely 
attributable to crude oil prices. During 2000, the WTI reference price for crude oil averaged US $30.21 per 
barrel, the highest annual average in the past twenty years. During 2001, prices receded from these record highs 
to average US $25.97 per barrel. While crude oil prices were still very strong by historical standards, the decrease 
resulted in a loss of $272 million of cash flow and $161 million of earnings as 82% of our production is from 
crude oil. 


Record production levels, excellent results from our marketing operation and a continuous focus on costs helped 
to mitigate the impact of lower crude oil prices. Efforts continued during 2001 to reduce our cost structure. 
However, industry cost pressures from a sustained period of high commodity prices and the acquisition of a 50% 
interest in the Buffalo field in Australia, which is a high-cost, high-margin property put pressure on operating 
costs. The increase in operating costs is explained more fully in the Product Netbacks section. 


Non-cash costs which include exploration expense and depreciation, depletion and amortization were up 6%. The 
increase in exploration expense is a result of a very active drilling program in the Gulf of Mexico, Nigeria and 
Indonesia. Depreciation, depletion and amortization decreased as a result of a strong track record of adding low 
cost reserves. These items are discussed more fully in the remainder of the Management’s Discussion and 
Analysis. 


Net income reached record levels in 2000. Record crude oil and natural gas prices significantly strengthened 


upstream results while increased production volumes capitalized on a strong commodity cycle. In addition, oil 
and gas marketing and our chemicals operations also delivered strong results. 
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OIL AND GAS 


Production 
2001 2000 1999 
Oil and Liquids (mbbls/d) 
LG VEC os Be he SON sy Ie ORR A 118.3 111.9 107.5 
CPIOG CE Vim acc Ns eR eo Rl aI a iE A 58.0 53.9 48.3 
\oe PGES URS os 0 alin ASI RI AR Rae arg hb nr aR mR Br 10.0 il 10.3 
PRA Vn ee a colts SAE 6a Sond se ERTS eee ae AE LO 12.0 0.1 
CU MUTCGIE CGC CS Cok kas a ip leg bo er ednce cee sit p Pea eee pe G2 6.4 10.6 
Smee tRCe ONE V COLL E ee ettes canes nese er eed creseSeactedestterienter ae ee Coal y 147 Met 
Natural Gas (mmcf/d) 
CONE lene el ae I, GIR nt re Re 174 161 161 
UT ee hic LAL eine UAE ARI SBR EAE So Rn NIL WES LU 
ek) _274 _278 
SCHEAINTIDOC/ Cl) eee eretenae een ee eee eee Re een ee eee 268 ~256 239 


We grew our production to record levels in 2001, averaging 268,000 boe per day. Our growth accelerated as the year 
progressed and we exited the year at 279,000 boe per day, an increase of 6% over our exit rate for 2000. 


Crude oil production increased 4% over 2000 levels to average 219,000 barrels (“bbls”) per day. The Masila Block in 
Yemen continues to exceed expectations, establishing a new annual production record of 227,600 bbls of oil per day 
(118,300 bbls per day based on Nexen’s working interest). This is the sixth consecutive year of production records 
from the Masila Block, as successful results from our development drilling program continue to generate production 
growth. To sustain these production rates and maintain operational flexibility, we are expanding Masila’s water 
handling and throughput capacity. We are on track to complete the expansion by late 2002. 


In Canada, we continue to exploit our conventional oil assets in the Western Canadian Sedimentary Basin. Production 
volumes increased 8% over 2000 due to production optimization programs and our development project at Hay in 
northeast British Columbia. Production at Hay averaged 5,400 bbls per day during the year compared to 2,600 bbls per 
day in 2000 reflecting a successful development drilling program and optimization of reservoir pressures allowing 
incremental recovery of reserves. 


At Syncrude, production volumes increased 10% during the year to 16,100 bbls per day. While the 2001 average rate 
returned to the record production levels of 1999, results were significantly impacted by operational difficulties. 
Production for the first half of the year was 11% lower than planned due to low bitumen recoveries, operating 
reliability issues and higher than anticipated sulphur dioxide emissions. Most of these difficulties have now been 


rectified, allowing us to exit the year at 18,200 bbls per day. 


Australian crude oil production decreased 1,800 bbls per day in 2001 despite the acquisition of the remaining 50% 
interest in the Buffalo field in late December 2000. The increased interest was not enough to offset the natural decline 
of the field. The field came onsteam in December 1999. 


Natural gas production increased 8% over last year to average 295 million cubic feet (“mmef”) per day. In Canada, gas 
production increased 8% due to a successful development drilling program on our shallow gas assets. Additionally, gas 
production from the Gulf of Mexico in the United States increased 7% over 2000 levels. This growth was due to the 
successful exploitation of our shallow-water assets. The acquisition of two producing shallow-water properties late in 


the fourth quarter added 29 mmef per day to our 2001 exit rate. 


Production in 2000 increased 7% over 1999 levels. Crude oil production grew by 17,100 bbls per day, while gas 
production remained relatively flat. Oil production increased 11,900 bbls per day in Australia as production from the 
Buffalo field came online. In addition, oil production increased in Yemen, Canada and the United States during 2000 


due to successful drilling. 
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Prices 


2001 2000 1999 
Crude Oil 
West Texas Intermediate: (US:$/Hbl) 2:.c:..c sees eee ee $ 25.97 $3071 $ 19.24 
Realized: price (SiDBU)sesteesestedcccsseccchevcvesee: Rie aee eae ee oe $ 32.56 $ 38.80 $ 24.63 
Natural Gas 
New York Mercantile Exchange (NYMEX) (US $/mmbtv)............, $ 4.00 $ 431 $34 
ECOL (GiROCEN ere coc RIM RLY 5 each TR oat Oe ee $5.14 Salo Satoh y 
Realized price: (S/imcl) s2is0 Be teeke crerecace cs eeeecee eae ee $ 5.69 $ 5.42 $ 2.88 


Commodity prices remained strong during 2001, despite declines late in the year. WTI averaged US $25.97 per barrel 
for the year, the second highest annual average since 1985. However, the annual average masks unprecedented 
volatility during the year. Crude prices in the first quarter averaged just under US $29 per barrel, but had decreased 
30% to average US $20 per barrel by the fourth quarter. Sluggish demand due to a weakening economy and concerns 
over inventory levels have pushed prices lower. The Organization of Petroleum Exporting Countries (OPEC) continues 
to attempt to stabilize prices by cutting production. OPEC cut production by 3.5 million barrels per day during 2001 
and continued its production cuts into 2002 with an additional cut of 1.5 million barrels per day effective January 1, 
2002. 


Natural gas supplies in Canada and the United States increased during the year as a result of increased drilling activity 
and a slowing economy in the United States. As a result, the NYMEX spot gas price averaged US $4.00 per mcf 
during the year, compared to US $4.31 per mcf in 2000. In Canada, the Alberta spot price was comparable to the prior 
year at $5.14 per mcf. Gas prices in 2001 also experienced significant volatility, with the NYMEX price receding from 
a first quarter average of US $6.23 per mcf to US $2.70 per mcf in the fourth quarter. 


Product Netbacks 


Product netbacks represent the operating cash margin that the Company receives for every unit of product sold. 
Netbacks for crude oil are expressed in dollars per barrel ($/bbl), while netbacks for natural gas are expressed in 
dollars per equivalent barrel ($/boe). Natural gas production is converted.to barrel equivalents assuming 6 thousand 
cubic feet of gas equals 1 barrel of oil. 


Yemen 
2001 2000 1999 
Oil ($/bbl) 
Sales price sc :ceseasc..ccesss oe ee ee ee ee $ 35.05 $ 40.53 $ 26.36 
Government takO2zts. cee Aan. edie te. 5. sree eee eee ee tear 18.66 22.14 13.62 
Operating COStS 525.4. ssececctoet acon th cesses eee 1.62 1.42 1:33 
Neth ack ssc. ove: cencsegotesusecdeea gee coec eC oe ae ee eee $14.77 $ 16.97 $ 11.41 


Nexen has a 52% interest in the Masila Block in Yemen and is also the operator. The netback for Yemen’s production 
decreased in 2001 to $14.77 per bbl primarily as a result of lower oil prices. The average price received for Masila 
crude oil decreased during the year, consistent with world oil prices as we sell our Yemen production under short-term 
contracts. The average price was also reduced by the Masila crude differential, which averaged US $3.29 per bbl 
compared to US $2.82 per bbl in 2000. The wider differential is largely a result of an increased supply of crude of a 
similar quality in Southeast Asia, the primary market for Masila crude. 


The government’s share of production, which is recorded as government take, remained consistent with prior years as a 
percentage of the average price received. During 2001, the government take averaged 53% of the sales price in 2001 
compared with 55% in 2000 and 52% in 1999. Operating costs increased on a per barrel basis due to additional wells, 
and the handling of higher water volumes related to production. 
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Production from the Masila Block is governed by a Production Sharing Contract between the Government of Yemen 
and the Masila joint venture partners, including Nexen (Partners). In 2001, the Partners received 33% of production 
from the Masila Block with the balance going to the Government. In 2000 and 1999, the Partners received 33% and 
37% of the production, respectively. Based on past unrecovered capital expenditures and 2002 budget expenditures, 
production volumes and prices, we expect our share of production in 2002 to approximate 2001 levels. 


Canada 
2001 2000 1999 
Oil and Liquids ($/bbl) 
Bie CoMOCICO Meret rien cote. tae, SAL OEE No, MEBs Leela dlases $ 24.86 $ 33.49 $ 20.53 
HOS AMUSE arabe ck sc su asb. Soba MEN es eee cy de oPiies eoetvalasv ab boasabocessebelivees Soe 8.05 5.01 
OS eT (CGS a el SR 6.13 5.46 5.08 
TOES) oi meta a Ae I ee o2 1321 $ 19.98 $ 10.44 
Natural Gas ($/boe) 
SIGS glee Gp 0k Se Ate Ae rd Ce eh $° 30/12 $ 26.28 $ 14.76 
| OMCs (a8 a a ee 7.74 6.36 3.48 
RPM AUUI PBCOSISI, Sh, 3 Ane toe, Seat ete eae noes Lb te 2.34 282 2.40 
PREC Ree IU SUR ISAM NENA Li Ba Seema shies dave sasutensesssasenibiress $ 20.04 aed 2210 $ 8.88 
KPa ACHING LACKS (Gi DOC) Aa. oi. ca Uehin Ao cs RIN ME sds ce $15.47 $ 19.05 $_ 9.93 


Our conventional upstream assets in Western Canada consist of heavy oil from west central Saskatchewan, light oil 
from southeastern Saskatchewan and northeast British Columbia, and gas from Alberta and Saskatchewan. 


Our crude oil and liquids netback averaged $13.21 per bbl during the year compared to $19.98 per bbl in 2000. 
Nexen’s crude oil production in Canada is primarily sold under short-term contracts. As world crude oil prices 
decreased in 2001 so did our netback for oil. In addition, approximately 56% of the Canadian oil production is heavy 
oil. Heavy oil differentials increased 33% during the year to average US $10.68 per bbl because of a world-wide 
increase in the supply of heavy oil production. The quality differential arises because heavier crudes normally require 
more processing than light oil. The widening of the heavy oil differential reduced our Canadian crude oil netback by 
$4.05 per bbl. 


Crude oil royalties decreased to average 22% of the sales price in 2001 compared to 24% in 2000 and 1999. The 
decrease in royalties results largely from the lower crude oil prices in 2001, as royalties are determined on a sliding 
scale basis in relation to price. Higher operating costs also reduced netbacks during 2001. Operating costs on a per 
unit basis have increased as a result of higher fuel and utility rates for the year and industry cost pressures due to strong 
commodity prices. ~ 


The netback for natural gas increased $2.94 per boe in the current year to $20.04 per boe. The increase is primarily a 
result of a higher realized gas price, which was positively impacted by a weakening Canadian dollar relative to the US 
dollar. Royalties averaged 26% of the sales price, slightly higher than prior years (2000 — 24%; 1999 — 24%) due to 
higher prices. Operating costs remain low as the majority of our gas production comes from shallow gas properties. 
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United States 


2001 2000 1999 
Oil ($/bbl) 
Salesprice.cnux.ah alt: (Se. hoe Se ol ee eee $ 38.35 $ 44.18 $ 26.51 
Royalttes jcntumae tems ae hl Sheeecs, beep ete ee eee 6.51 7.45 4.48 
Natural Gas ($/boe) 
Salles PriGe ds, .sskes cocssvaeeemeeseae ea eee cosbiies an eeiee ke ee eee $ 39.96 $ 41.40 $ 20.70 
ROyaltes oes eaaresacce cage case eect oa one nee ee ee WOZ 7.86 3.90 
Combined Netback 
Salles price . 2040 0, 2 Se ae ee ee or $ 39.42 $ 42.43 ea aey f 
ROVALIES circcots ccs neun cease go engats ationetr ue sree aRn soc aetna eee On 6.85 7.70 4.08 
Operatin e: COStS s,s iih..c-eetneese cee sees ere ee tee ee eee rere 6.01 5.00 4.69 
INetback (S/boe errs terncas ie een sa ce tere carr renee eee $ 26.56 a a ls $ 13.94 


Production in the United States is primarily from the shallow waters of the Gulf of Mexico. The United States received 
our highest netback in 2001 as the majority of our production is gas, which realized record prices during the first half of 
the year. 


Oil and gas royalties averaged 17% per boe in the current year, down from a rate of 18% in 2000. While oil royalties 
remained unchanged in 2001, gas royalties decreased 1% as production from fields not in federal waters increased 
during 2001 where the average royalty rate is lower. Unit operating costs have increased approximately 20% on a per 
barrel equivalent basis since 2000. The increase relates to increased maintenance and workover costs as well as 
increased downtime as a result of pipeline curtailments. 


The netback for 2000 more than doubled the 1999 netback reflecting increases in world crude oil prices and the 
NYMEX natural gas price as the majority of our production is sold under short-term contracts. 


Australia 
2001 2000 1999 
Oil ($/bbl) 
SalesipriGe:s..ie-op Ria ee oe ee cr $ 38.71 $ 41.05 $ - 
ROYalties 2. occs:ebc eee ae de hdaee recent se Seon ee et 2.36 - - 
Operating COStS xc. socc se eoeedentecrslannecy ta nea peas eee reece ee neers 1350 6.92 - 
Nethack sais. sgie.ce7is SB cies basse eae, RES eee eee eee eee eee $22.85 34.13 $ - 


The Buffalo field offshore the northwest shelf of Australia commenced operation in December 1999. During 2000, 
Nexen held a 50% working interest in the field, which was increased to 100% at the beginning of 2001. Buffalo is a 
prolific field, which produces high quality crude oil and therefore commands a premium price. 


During the year, Australia’s earnings became subject to Petroleum Resource Rent Tax (PRRT), resulting in a $2.36 per 
bbl reduction in the 2001 netback. In Australia, profits from offshore production, less allowable capital expenditures, 
are subject to PRRT at a rate of 40%. The combination of strong commodity prices and reduced capital spending in 
Australia during the year resulted in a PRRT liability. During 2001, PRRT was 6% of sales and in 2002 we expect 
PRRT to be approximately 19% of sales. Operating costs per bbl increased 95% over 2000, as absolute operating costs 
for the field remained consistent with prior year, but total production from the field declined. Operating costs for the 
field are substantially of a fixed nature and include the lease of a floating production storage and offloading vessel and 
other support charges. 
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Synthetic Crude Oil 


2001 2000 1999 

Oil ($/bbl) 
OUT ETS oon See ier rt en ee ee $ 39.90 $ 44.84 $ 28.12 
tl See eee Ie ts alm ae st ced chet weds, es ae Saad sth hds 1/2 ITD 0.54 
SOE MAUI Cnt Shohen te cite Bed iy ta bess steele. 5, A vevs¥es vee Seosdeadd 19.43 18.36 12:53 
Terr icc Kee sc eR ie rat er ies ca Bl len Ld cee ences als sca visnyahtd $ 18.75 $ 18.73 $.15.05 


Nexen has a 7.23% interest in the Syncrude Joint Venture in Western Canada. The Syncrude operation involves the 
extraction of crude bitumen and the upgrading of the bitumen into a high-quality synthetic crude oil. Since its start-up 
more than 20 years ago, the Syncrude facility has increased production to nearly 225,000 bbls of crude oil per day in 
2001. The final product of the operation, Syncrude Sweet Blend, is a 32° API gravity crude, which is valued in the 
market place at a premium to WTI crude. 


Syncrude’s netback averaged $18.75 per bbl during the year, consistent with prior year as the decrease in sales price 
was partially offset by lower royalty rates. Sales price decreased in 2001, consistent with changes in world crude oil 
prices. Royalties averaged 4% of the sales price in 2001 compared to 17% in 2000 and 2% in 1999. Syncrude pays a 
royalty to the Province of Alberta based on profits from the operation less allowable capital expenditures. Increased 
capital expenditures and a reduction in the 2001 royalty rate account for most of the change. In 2000, the royalty rate 
increased from 2% in 1999 as a result of higher oil prices. In 2002, Syncrude will move to generic royalty terms. Based 
on the new terms, we are estimating a royalty rate of 1% for 2002. 


For the past three years, operating costs have been increasing on a per unit basis due to operational reliability issues and 
higher energy prices. Poorer than expected production combined with reduced reliability of upgrading vessels increased 
maintenance costs and lowered production volumes. In addition, increases in natural gas prices have also increased 
operating costs. Natural gas is the primary source of energy for the Syncrude operation and accounted for almost $4.19 
per bbl of Syncrude’s operating cost during 2001. Since 1999, natural gas prices have increased 86%. 


Depreciation, Depletion and Amortization 


Depreciation, depletion and amortization for oil and gas operations decreased by $42 million compared with 2000 as 
increased production rates were more than offset by lower unit depletion rates. The depletion rate for conventional oil 
and gas properties was $5.97 per equivalent barrel, as compared to $6.67 per equivalent barrel in 2000. Lower 
depletion rates reflect Nexen’s ability to add reserves at low finding and development costs. 


Depreciation, depletion and amortization increased by $133 million in 2000 compared with 1999 as a result of 
increased oil and gas production rates and a higher overall unit depletion rate. The depletion rate for conventional oil 
and gas properties was $6.67 per equivalent barrel, as compared to $5.79 per boe in 1999. The majority of the increase 
relates to Australia which began producing in late 1999 at a higher unit rate than the Company average. 


29 


Exploration Expense 


2001 2000 1999 

(millions) 
SOISMICLS sR bathe cssascdea conde Re hes eses cesta $ 80 $ 74 $437 
Wasucces swe rally ssc. ceceeew st ccsc srs oa ese econ 135 54 ay 
Others a aces Pecan me!) » AS aber 
$ 265 One $136 


A key part of Nexen’s growth strategy is the exploration for new sources of reserves and production from the 
Company’s portfolio of exploration opportunities worldwide. These opportunities include low-risk exploration projects 
in Canada and the shallow waters of the Gulf of Mexico, and higher risk prospects in Yemen, Nigeria, Indonesia, 
Colombia, Australia and the deep waters of the Gulf of Mexico. In response to higher commodity prices, Nexen 
increased its exploration program in 2000 and 2001. 


During 2001, Nexen increased its exploratory drilling program by 53% to continue to test its portfolio of exploration 
opportunities. Exploration activities included four wells in the deep waters of the Gulf of Mexico, as well as 
exploration wells in the shallow waters of the Gulf of Mexico, Canada, Indonesia, Nigeria and Australia. The successes 
from this drilling program are more fully described in the Capital Expenditures section. 


Dry hole costs for two high-risk exploration wells account for the majority of the increase in exploration expense: the 
Scout well in the deep water Gulf of Mexico and the Kayu Manis well offshore Indonesia. The combined dry hole costs 
for these wells were $70 million. The Scout exploration well, on Green Canyon Block 389, was drilled in 3,550 feet of 
water to a total vertical depth of 26,000 feet. The objective formations contained non-commercial quantities of 
hydrocarbons and the well was subsequently plugged and abandoned. The Kayu Manis well on the offshore Seram 
Block was drilled to a total vertical depth of 10,800 feet and did not encounter commercial hydrocarbons. These two 
wells are of a higher cost than most exploration wells in Nexen’s portfolio. 


During the year, seismic acquisition continued over the Northern Blocks in Yemen, as well as in Colombia, the Gulf of 
Mexico and Canada. Seismic activities in 2001 were consistent with 2000 levels. 


The increase in exploration expense in 2000 over 1999 levels reflects a significant increase in seismic expenditures in 
Colombia, Nigeria and the United States as Nexen prepared for a large 2001 exploratory drilling program. Dry hole 
costs were consistent with 1999 even though exploration capital increased 108% over 1999 levels. Successful 
exploratory drilling in Colombia, the deep waters of the Gulf of Mexico and Canada helped to keep dry hole costs at 
1999 levels. 


MARKETING 


Our marketing operation is involved in the marketing of proprietary crude oil and natural gas volumes and the 
marketing and trading of third party crude oil and natural gas volumes through the use of both physical and financial 
contracts (energy trading activities). These activities are designed to enhance the price realizations from the sale of 
Nexen’s proprietary and third party oil and gas production, provide market and business intelligence in support of our 
oil and gas growth activities, as well as contribute independent earnings and cashflow. 


In 2001, we marketed an average 515,000 bbls of oil and 2,700 mmef of natural gas per day. This is up from 2000, 
when we marketed 393,000 bbls of oil and 1,900 mmcef of natural gas per day. In mid-2000, we acquired Northridge 
Energy Marketing Ltd. At the time of acquisition, Northridge marketed approximately 90,000 bbls per day of oil and 
refined products in the United States and Canada. Northridge’s strength in the marketing of light crude oil 
complements the marketing operation’s heavier crude oil product lines and allows the marketing operation to offer 


refiners a single source of supply to meet all their throughput needs. In 1999, we marketed approximately 373,000 bbls 
of oil and 1,800 mmcf of natural gas per day. 
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Contracts entered into to purchase and sell crude oil and natural gas expose the Company to market risks, including 
commodity price risk and credit risk, between the time contracted volumes are purchased and sold. Our marketing 
operation actively manages these risks by using commodity futures, forwards, swaps and options. Open positions exist 
where not all contracted purchases and sales have been matched in order to take advantage of market movements. 
These net open positions allow marketing to generate income, but also expose us to risk of loss due to fluctuating 
market prices and credit exposure. The extent of exposure is restricted to prescribed limits and is monitored daily using 
Value at Risk (VAR), stress testing and scenario analysis. Our VAR calculation estimates the maximum probable loss, 
given a 95% confidence level, that we would incur if we were to unwind our outstanding positions over a two-day time 
period. At December 31, 2001, the VAR for marketing activities was $19 million and ranged from a low of $6 million 
to a high of $24 million during 2001. Although VAR is a reasonable measure of exposure, it does not represent the 
maximum possible loss, nor is it necessarily indicative of actual results which may occur. 


We also have formal risk management policies relating to our energy trading activities that have been approved by 
Nexen’s Board of Directors. Market risks are monitored daily by a risk control group that operates independently and 
ensures compliance with Nexen’s risk management policies. The Finance Committee of the Board of Directors and the 
Company’s Risk Management Committee monitor Nexen’s exposure to the above risks and review the results of 
energy trading activities and all exposures on a regular basis. 


Consistent with the Company’s intention and management practices with respect to the revenues to be derived from its 
energy trading activities, all energy contracts are marked to market with the associated gains and losses recorded on a 
net basis and included in Marketing and Other Income in the Consolidated Statement of Income. Related accounts 
receivable and accounts payable are recorded in the Consolidated Balance Sheet on a gross basis reflecting the full 
extent of Nexen’s exposure to credit risk and its obligations. Net revenue was $96 million in 2001 compared to $48 
million and $28 million in 2000 and 1999, respectively. 


CHEMICALS 
2001 2000 1999 


(dollar amounts in millions) 


Sales Volumes (thousand short tons) 


SOUGHT CHIOEAICR AE 0. EAE EE 457 462 404 
@hiorsalkali 32 oe, SNe ory reek Foen? Mice Ee 365 407 340 
SELLE Ce og ROO a ag ede SPCR ae $ 341 $ 305 $ 240 
Operating Profit) A A SLSR SO $ 47 $ 39 $ 20 


Nexen manufactures sodium chlorate and chlor-alkali (caustic soda, chlorine and muriatic acid) in Canada and Brazil 
and sodium chlorate in the United States. Sodium chlorate and caustic soda manufactured in North America are 
primarily sold to the North American pulp and paper industry, while chlorine is sold to the pulp and paper, water 
treatment and PVC industries. We sell the majority of our sodium chlorate and chlor-alkali production in Brazil under 
a long-term contract to a major pulp and paper manufacturer. 


Our chemicals operations faced some significant challenges in 2001 as high natural gas prices in the first half of the 
year increased operating costs while recessionary conditions in North America placed downward pressure on sales 
volumes. Notwithstanding these challenges, sales revenue increased 12% as price increases for sodium chlorate and 
caustic soda more than offset pricing decreases for chlorine. Operating costs, as a percentage of sales, and general and 
administrative expenses were consistent with prior year as natural gas prices decreased in the latter half of the year. 


Sales in 2000 were 27% higher than 1999 as a result of increased volumes and prices. Sodium chlorate and chlor-alkali 
sales volumes increased due to the addition of production in Brazil and strong demand for sodium chlorate and chlor- 
alkali products in North America. Operating costs also increased as a result of higher sales volumes and higher energy - 
costs. Overall, operating profit increased almost 100%. 


CORPORATE EXPENSES 


General and Administrative 


General and administrative expenses increased $19 million over 2000. Approximately 60% of this increase relates to 
our marketing operation. Expansion of the operation and the related enhanced profitability has resulted in both an 
increase in fixed and variable compensation costs. The remaining increase can be attributed to increased staffing levels 
associated with a larger capital investment program. In 1999, staff levels were reduced and cost reduction initiatives 
implemented in response to record low crude oil prices. 


Interest 


Interest expense was lower in the current year reflecting the impact of lower interest rates and reduced levels of 
indebtedness. In 2000, available funds were used for the share repurchase resulting in higher levels of indebtedness 
than in 1999 or 2001. At December 31, 2001, Nexen had fixed the interest rates for varying periods on 69% of its long- 
term debt at an effective rate of 7.0%. 


Provision for Income Taxes 


The effective tax rate was 40% in 2001 and in 2000. This rate is less than the Canadian statutory rate due to the effect 
of lower tax rates for our international operations. 


In 2000, the effective rate decreased from the 1999 rate of 64% as a result of adopting the new recommendations for 
accounting for income taxes. On January 1, 2000, we adopted the liability method of accounting for income taxes. 
Under the previous method, acquired assets without tax basis would result in non-deductible depletion which increases 
a company’s effective rate. The 1999 effective tax rates reflected the non-tax deductibility of a portion of depletion 
expense. Additional information regarding the variations from the expected tax rate is provided in Note 12 to the 
Consolidated Financial Statements. 


We paid the majority of our 2001 current income taxes in Yemen and Australia. In addition, alternative minimum tax 


was paid in the United States and federal and provincial capital taxes were paid in Canada. 
Gain on Disposition of Assets 


Gains in 2001 relate to the disposition of minor properties in Australia and the United States. In 2000, gains related to 
the exchange of Nexen’s 15% interest in oil and gas assets in Ecuador for Occidental’s 15% minority interest in the 
Company’s chemicals operations and the disposition of non-core assets in Canada. Gains in 1999 related primarily to 
the disposition of producing properties in Canada. 


CAPITAL EXPENDITURES 


In 2001, we managed our largest capital investment program in history, investing $1.4 billion in capital projects in oil 
and gas and chemicals. This represents an increase of 47% over 2000 levels. Approximately 90% of the program 
related to oil and gas expenditures, of which 68% were development activities with the remainder exploration activities. 
Development activities focused on increasing production, reserves, and profitability in our core areas in Yemen, 
Canada and the shallow waters of the United States Gulf of Mexico. Our exploration program in 2001 was our largest 
ever, with almost half the funds directed to seismic and drilling in the Gulf of Mexico, building on the success of our 
first deep-water discovery in this area in 2000. Exploration activities also included a very active drilling program in the 
shallow waters of the Gulf of Mexico, Canada, Nigeria and Australia. In addition, we had an extensive seismic program 
which included seismic acquisition over the Northern Blocks in Yemen, as well as in Colombia, Nigeria and Canada. 


The program generated strong results, increasing annual production rates 5% to 268,000 equivalent barrels per day. We 


added 135 million equivalent barrels of proven reserves, replacing 137% of production. These reserves were added at a 
finding and development cost of $9.47 per equivalent barrel. The program has also positioned us well for future 
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growth. Our discoveries in the deep-water Gulf of Mexico and our joint venture to develop our bitumen resource are 
key initiatives that will position the Company for continued profitable growth. 


Some of the operational highlights resulting from our capital program are as follows: 
United States Gulf of Mexico 


Deep Water Activities — Gulf of Mexico 

Over the past decade, the deep waters of the Gulf of Mexico have developed from an exploration frontier into one of 
the most prospective sources of oil and gas production in the world. The deep water Gulf is generally characterized by 
multiple productive horizons and high production rates, which greatly reduce risk, while the technology to find, drill, 
and develop deep-water discoveries is developing rapidly and costs are coming down. In addition, the deep waters of 
the Gulf are in close proximity to infrastructure and continental US markets, allowing both oil and gas discoveries to be 
quickly brought on-stream. Large discoveries, high success rates, production infrastructure and very attractive fiscal 
terms make this a premier exploration opportunity. During 1997, we began building a deep-water acreage position, and 
are currently one of the largest independent leaseholders there. During 2000, Nexen’s fourth deep-water well in the 
Gulf of Mexico produced our first success at Gunnison. During 2001, further appraisal drilling at Gunnison and 
exploration drilling on other blocks continued to generate new discoveries at Durango and Aspen. These discoveries 
provide Nexen with a platform for future growth in the US, where we currently produce 33,000 boe per day from the 
shallow waters of the Gulf. 


Gunnison and Durango Discoveries (Gunnison Sub-Basin) 

During the year, Nexen’s Board of Directors approved proceeding with our first deep-water development project in the 
Gulf of Mexico. The project includes the development of the Gunnison Field area in the deep waters. This area is 
located approximately 170 miles offshore Louisiana, in water depths just over 3,100 feet, and includes Garden Banks 
Blocks 667, 668 and 669. The Gunnison Field was discovered in May 2000 on Garden Banks Block 668. Subsequent 
drilling resulted in the discovery of the Durango Gas Field on Garden Banks Block 667 in June 2001. Nexen has a 30% 
interest in the project. 


Gunnison will be developed using a truss SPAR platform, which will be designed for daily production of 40,000 bbls 
of oil and 200 mmef of natural gas. The initial development will include nine wells connected to the SPAR, including 
six dry tree and three subsea wells for Gunnison and Durango. Production start-up is scheduled for early 2004. 
Nexen’s share of the total cost of the project is expected to be US $180 million. During 2001, we invested US $28 
million in this project. 


Aspen Discovery 

In May 2001, we announced our second deep-water discovery in the Gulf of Mexico at Aspen. Aspen is located on 
Green Canyon Block 243 in 3,150 feet of water. Nexen has a 60% interest in Aspen and must fund 100% of the 
estimated future development cost of US $194 million. There is existing infrastructure in the area, and production is 
scheduled to commence in the fourth quarter of 2002. 


Shallow Water Activities — Gulf of Mexico Property Acquisitions 

During the fourth quarter, we acquired two offshore properties for $115 million. These acquisitions include a 100% 
interest in Vermilion Block 76 Field and a 100% interest in Eugene Island Block 295. The acquisitions will add 29 
mmef of natural gas and 26 bbls of oil per day to our Gulf production. We believe these acquisitions are consistent 
with our proven track record of acquiring and exploiting assets in the Gulf. We have identified upside opportunities and 
believe we can increase recoverable reserves and production over the next two or three years through a program of 
added compression, new wells and recompletions of existing wells. 


Yemen 


Masila Block aes , 
On the Masila Block in Yemen, ongoing development drilling has been successful in increasing gross production to a 


new annual record of 227,600 bbls of oil per day. Development capital was used to drill over 59 development wells on 
the block, increasing production 6%. A number of facilities programs are also underway to increase our water handling 
capacity and enhance throughput capacity of the central processing facility in order to sustain these production rates. 
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Exploration Blocks 

In Yemen, exploration on our 20 million acres of undeveloped land outside the Masila Block continues. During 2001, 
two exploration wells, Zamakh and Ar Rahabah, on Blocks 50 and 51 were drilled. The wells encountered non- 
commercial quantities of hydrocarbons and have subsequently been plugged and abandoned. We are continuing our 
seismic program on five exploration blocks in the northeast corner of the country. A number of prospects have been 
identified and we are currently drilling an exploratory well on Block 59 along the Yemen-Saudi border. 


Colombia 


Boqueron Block — Guando Discovery 

During 2001, Nexen spent approximately $13 million appraising its 2000 discovery at Guando on the Boqueron Block. 
Four appraisal wells were drilled in the field and confirmed the commercial viability of the discovery. A development 
plan is being finalized and we expect to file an application in the first half of 2002 for commercial development of 
Guando, based on primary development of the field. Nexen currently has a 40% interest in the block, subject to back- 
in rights (50%) by Ecopetrol, Colombia’s national oil company. 


Exploration Blocks 

In Colombia, exploration on our 1.2 million acres of undeveloped land contiguous to the Boqueron Block continues. 
Nexen invested approximately $9 million on acquisition and processing of seismic during 2001. One unsuccessful 
exploration well was drilled. 


Synthetic Crude Oil 


A key part of Nexen’s strategy is the economic development of its bitumen resource to provide low risk, stable future 
growth. Nexen is currently involved in this activity through its 7.23% interest in the Syncrude Joint Venture. In 
addition, we have extensive land holdings in the Athabasca area of Alberta, which contain significant quantities of in- 
situ bitumen. 


Light Synthetic Crude Oil Project at Long Lake, Alberta 

During 2001, we entered into a joint venture agreement that will commence the development of our in-situ bitumen 
resource in the Athabasca area of Alberta. Our strategy is focused on the use of proven technologies that include a 
unique and proprietary process to allow us to convert our bitumen resource into a synthetic crude oil at one of the 
lowest costs in the business. 


We formed a joint venture with OPTI Canada Inc. to develop in-situ bitumen using Steam Assisted Gravity Drainage 
(SAGD) technology, and to construct a field upgrader, incorporating OPTI’s patented OrCrude™ technology. We will 
commence a 3,000 bbls per day SAGD pilot project at Long Lake in 2002, followed by commercial SAGD projects 
there and on other Nexen lands. By generating synthetic gas through gasification of the concentrated asphaltene by- 
product, we have eliminated the need to purchase natural gas to support the SAGD production, and have substantially 
lowered costs. An application to construct a bitumen upgrader at Long Lake has already been submitted to the Province 
of Alberta. We expect to begin construction of a 60,000-70,000 bbls per day upgrading facility in 2003, with a target 
completion date in 2006. | 


Syncrude Joint Venture 

The Syncrude Joint Venture’s long-term strategy consists of doubling the size of the operation to 200 million barrels a 
year by 2007 through a four-phased development program. The expansion plans include the development of additional 
oilsands leases, de-bottlenecking of the base plant bitumen processing facilities and expansion of upgrading capacity. 
During 2001, the Syncrude Joint Venture invested over $830 million ($60 million net to Nexen) which included 
completion of the second phase of the expansion. Phase 3 of the expansion was approved in 2001 and is estimated at 
approximately $4.5 billion ($325 million to Nexen) and is expected to be completed during the next 4 years. 
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Chemicals 


Nexen is a North American leader in the production of sodium chlorate. Our strategy for maximizing the value of this 
business is to remain a low-cost producer, while capturing an increasing share of growing markets in South America. In 
2001, we completed expansion of our sodium chlorate facilities in Brandon, Manitoba and continued with the 
expansion of our Brazil plant. The expansion in Brandon added 70,000 tonnes per year of sodium chlorate capacity at 
our lowest cost plant. Concurrent with the completion of the Brandon expansion, we will temporarily idle 
approximately 50,000 tonnes of higher-cost capacity at our Taft, Louisiana plant that will serve as swing capacity for 
the North American market. In Brazil, we are expanding our sodium chlorate capacity by 54% to 60,000 tonnes per 
year and chlor-alkali capacity by 23% to 43,000 tonnes per year. We expect to complete this expansion by the summer 
of 2002. 


LIQUIDITY 
2001 2000 
(millions) 

| BOAT eM BFS) b a seeere i a Ree anne nt EC ee $ 424 $ 430 
POE VIC VC sania oe pac Me ae eho ace hock Bu vesbiop snc ans pubs 1,060 1,093 

1,484 1,523 
Ess Working Capital... QW aoe. fa. be. Meee Oe 24 179 
INC UDC DET: Se atari dN SCAT Pe omy Min. ke $ 1,460 $ 1,344 
PEIAEC IO ICUS MMP RINE Vier ir hc. y, 00 as vaca sdeaaene wth Ledlacs sous Ra eime $1,904 $1,460 
iNet Debiiio'Cash Flow-from Operations »..1.103.04..8. 200 Le 1A Sei) 


Shareholder’s equity continued to strengthen in 2001 after achieving strong operating and financial results during the 
year. 


At December 31, 2001, we had committed bank facilities aggregating $1,576 million of which $424 million was drawn. 
These amounts are available until 2007, except for $100 million which is available until 2006, and are extendable at 
each lenders’ option on an annual basis. No repayments are required until the end of the availability period. These 
facilities provide us with sufficient liquidity to withstand commodity price volatility and to support our capital 
investment activities. 


We face minimal refinancing risk, as we do not have any debt maturities during the next two years, $358 million 
maturing in 2004 and $109 million maturing in 2006. We also have a $500 million shelf prospectus in Canada and a 
US $500 million shelf registration in the United States, both of which are available until May 2003, which allow us to 
quickly access debt capital markets in either country. 


Included in our capital structure are $724 million of Preferred Securities which we issued in late 1998 and early 1999. 
These subordinated securities provide us a solid base of fixed rate financing with tax-deductible interest payments and 
financial flexibility. Although they do not mature for another 46 years, we may redeem them, in whole or in part, at par 
anytime after their fifth anniversary (October 2003 for $393 million and February 2004 for $331 million). These 
provide us with significant financial flexibility to respond to changes in interest rates and commodity prices. Further 
flexibility is provided by features that allow us to defer interest payments for up to five years and to settle the deferred 
interest payments or principal by issuing common shares at market. 
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The change in our Net Debt in 2001 and 2000 resulted from the following: 


2001 2000 
(millions) 

Capital. Expenditures 42 aces. BE ee eee $ 1,404 $ 915 
Dividends on Preferred Securities 
and Common: Shates. wei See ei ee. ee ee eee 107 105 
Foreign: Exchange .2ivecirentts sch tap ee os hE ee 57 24 
Repurchase:of Common: Snares sce ees eee - 605 
Cash Flow from Operations 2.220.650. Gacsccse ceeeetscc tere tape ee essen (1,423) (1,569) 
Proceeds on Disposition Of ASSeis 8, .n.8-3- see ee (5) (42) 
G7 12) (eae RRR on. 2 Nir rie ce WE, RMS SBR ire er Parr SONS at Re (24) (2) 
Incréasean Net Debit. 2i cc soc ee 116 $336 


During the year, cash flow from operations slightly exceeded our capital expenditures. However, net debt increased as 
a result of dividends on Preferred Securities and common shares, and the decline in the Canadian dollar relative to the 
US dollar. Although the reported amount of our debt increases with a lower Canadian dollar, we are net beneficiaries as 
a substantial proportion of our cash flow from operations is US dollar denominated. 


During 2000, cash flow from operations substantially exceeded capital expenditures. Nevertheless, debt increased 
slightly as we used the excess to substantially repay all the debt incurred to repurchase almost 15% of our common 
shares. In April 2000, we entered into an agreement whereby we repurchased 20 million of our common shares for 
$605 million and a third party purchased the remaining 20.2 million common shares held by Occidental Petroleum 
Corporation. 


In 2001, we had working capital of $24 million as compared to $179 million in 2000. This decrease to more normal 
levels resulted from the sale of a large natural gas storage position held at the end of 2000. The value of this long 
natural gas position was fixed through financial derivatives. At December 31, 2001, we sold accounts receivable of 
$90 million (2000 - $63 million) to minimize our all-in cost of financing. 


Our senior debt is rated BBB by Dominion Bond Rating Service, BBB by Standard and Poor’s, and Baa2 by Moody’s 
Investor Service, Inc. 


Leverage Statistics 


2001 2000 1999 
Net. Debt toi€ashtblow (times) eee eee ital 0.9 1.8 
Interest Coverage, Gimes)). sx iehieu ceccasacee ho. Od ant ee 13.7 12.9 8.4 
Fixed:Charee Coverage,@)(times)..;.ceeuieas teen ete eee Smee. Ee 8.4 8.5 52 


Notes: 
(1) Cash flow from operations before interest expense divided by interest expense. 
(2) Cash flow from operations before interest expense divided by interest expense plus dividends on Preferred Securities. 


Our net debt is equal to 1.1 times our 2001 cash flow from operations. This together with our coverage ratios, provide 
us with financial flexibility and liquidity to withstand commodity price volatility. 
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Our future debt levels are primarily dependent on cash generated from operating activities and our capital program. 
Currently, we expect our 2002 capital program to exceed cash flow from operations. The shortfall can be funded from 
committed available bank facilities. 


We declared common share dividends of $0.30 per common share in each of the last three years. 


OUTLOOK FOR 2002 


During 2002, Nexen expects its production to increase by approximately 6% to 284,000 boe per day. Oil production is 
anticipated to average 226,000 bbls per day, up 3% from 2001, while natural gas production volumes are expected to 
average 345 mmcf per day, a 17% increase compared with 2001. Actual production rates in 2002 will depend upon 
numerous factors including commodity prices, the level of capital expenditures, drilling success and the availability of 
transportation. 


Capital expenditures in 2002 will ultimately be dependent upon crude oil prices. Assuming oil prices between US $20 
and US $22 per bbl in 2002, we expect cash flow from operations between $1.10 billion and $1.24 billion, which will 
help fund our $1.5 billion capital program. This is the second largest capital program in Nexen’s 30-year history and is 
consistent with our strategy to grow reserves and production primarily through the drill bit. 


During 2002, $635 million is expected to be invested in new development projects coming onstream in 2002 and 
beyond. These projects include the Gunnison and Aspen fields in the deep waters of the Gulf of Mexico, the Guando 
field in Colombia, the Syncrude expansion, and our Long Lake and Meadow Creek SAGD projects which will provide 
bitumen feedstock to our proposed Long Lake crude oil upgrader. 


Gulf of Mexico 


We plan to invest $614 million in the Gulf of Mexico in 2002. This will fund five exploration wells (three deep-water), 
accelerate the Gunnison and Aspen deep-water development projects and fund production growth in 2002. 
Exploitation activity at Vermilion 76 and Eugene Island 295 is expected to add 4,700 boe of daily production in 2002 
and contribute to total production from the Gulf of 38,000 boe per day, a 27% increase over 2001. Both the Vermilion 
and Eugene Island properties were acquired in late 2001. 


Canada 


We plan to invest $454 million in Canada in 2002. Approximately $200 million will be invested in our core assets to 
increase production to 107,000 boe per day. An additional $210 million will be invested to advance our synthetic crude 
oil strategy, including $152 million for a Phase 3 expansion at Syncrude and $58 million to initiate our field upgrader 
project at Long Lake, Alberta. Over the next five years, we expect our daily synthetic crude oil production to grow 
from the current 18,000 bbls to over 70,000 bbls as we complete the planned expansion of Syncrude and commence 
production from the field upgrader. The balance of our capital investment in Canada will be focused on natural gas 
growth initiatives in the Liard basin and the Foothills and on coal bed methane projects in central Alberta. 


Yemen 


We plan to invest $214 million in Yemen in 2002. We will drill one exploration well to test a major structure on Block 
59 adjacent to the Yemen/Saudi Arabian border. We will also drill 73 wells on the Masila Block to exploit existing 
reserves, test deeper horizons and expand a successful waterflood project in the Upper Saar Clastics reservoir. 
Production from Masila is expected to average 118,400 bbls per day (230,000 bbls per day gross) in 2002. 
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Other 


We plan to invest $125 million in other international projects in 2002. These include bringing the Guando field in 
Colombia into commercial production and drilling exploratory wells on the blocks adjacent to Guando. Offshore 
Australia, we expect to increase output from the Buffalo field by drilling up to two development wells that target attic 
oil reserves. Offshore Nigeria, we will further evaluate the Ukot discovery and surrounding prospects. 


Exploration Program 


During 2002, we expect to invest approximately $250 million to further exploration programs in the Gulf of Mexico, 
Colombia, Yemen, Nigeria and Canada. Our program builds on our exploration successes of the past few years as 
several of the prospects we will test are located on acreage adjacent to our recent discoveries. 


BUSINESS RISK MANAGEMENT 


The oil and gas industry is highly competitive particularly as it pertains to the search for and development of new 
sources of crude oil and natural gas reserves, the construction and operation of crude oil and natural gas pipelines and 
facilities, and the transportation and marketing of crude oil, natural gas and other petroleum products. Our competitors 
include major integrated oil and gas companies and numerous other independent oil and gas companies, some of which 
have greater financial and other resources than the Company. 


The pulp and paper chemicals market is also highly competitive, with the principle factors being price, product quality, 
logistics, reliability of supply and technical service. Nexen is the third largest producer of sodium chlorate in North 
America and has continent-wide supply capability. There are a number of other suppliers of sodium chlorate in North 
America, some of which may have greater financial and other resources than the Company. 


Nexen is exposed to all of the normal risks associated with the activities described above. 
Operational Risk 


Acquiring, developing and exploring for oil and natural gas involves many risks. These risks include encountering — 
unexpected formations or pressures, premature declines of reservoirs, ‘blow-outs, equipment failures and other 
accidents, craterings, sour gas releases, uncontrollable flows of oil, natural gas or well fluids, adverse weather 
conditions and environmental risks. Although Nexen maintains insurance in accordance with customary industry 
practice, Nexen cannot fully insure against all of these risks. Losses resulting from the occurrence of these risks could 
have a material adverse impact on Nexen. 


Nexen’s future crude oil and natural gas reserves and production, and therefore its operating cash flows and results of 
operations, are highly dependent upon Nexen’s success in exploiting its current reserve base and acquiring or 
discovering additional reserves. Without reserve additions through exploration, acquisition or development activities, 
Nexen’s reserves and production will decline over time as reserves are produced. The business of exploring for, 
developing or acquiring reserves is capital intensive. To the extent cash flows from operations are insufficient and 
external sources of capital become limited or unavailable, Nexen’s ability to make the necessary capital investments to 
maintain and expand its oil and natural gas reserves will be impaired. 


Uncertainty of Reserve Estimates 


There are numerous uncertainties inherent in estimating quantities of proved oil and natural gas reserves, including 
many factors beyond our control. The reserve data included in the Supplementary Financial Information in the Form 
10-K represent estimates only. In general, estimates of economically recoverable oil and natural gas reserves and the 
future net cash flows are based upon a number of variable factors and assumptions, such as historical production from 
the properties, the assumed effects of regulation by governmental agencies and future operating costs, all of which may 
vary considerably from actual results. For those reasons, estimates of the economically recoverable oil and natural gas 
reserves attributable to any particular group of properties, classification of such reserves based on risk of recovery and 
estimates of future net revenues expected may vary substantially. Nexen’s actual production, revenues, taxes and 
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development and operating expenditures from its reserves will vary from such estimates, and such variances could be 
material. 


The estimated discounted future net cash flows from estimated proved reserves included in the Supplementary 
Financial Information in the Form 10-K are based on prices and costs as of the date of the estimate. Actual future 
prices and costs may be materially higher or lower. Actual future net cash flows also will be affected by factors such as 
actual production levels and timing, and changes in governmental regulation or taxation and may differ materially from 
such estimates. 


Political Risk 


Nexen’s carries on business in countries outside of North America, some of which may be considered politically and 
economically unstable. Nexen’s operations and related assets in such countries are subject to the risks of actions by 
governmental authorities, insurgent groups or terrorists. Nexen, like other international oil companies, attempts to 
conduct its business and financial affairs so as to protect against political, legal, regulatory and economic risks 
applicable to operations in the various countries where it operates, but there can be no assurance that Nexen will be 
successful in so protecting itself. 


Environmental Risk 


Environmental risks inherent in the oil and gas industry and chemicals are becoming increasingly sensitive as related 
laws and regulations become more stringent worldwide. Many of these laws and regulations require us to remove or 
remedy the effect of our activities on the environment at present and former operating sites, including dismantling 
production facilities and remediating damage caused by the disposal or release of specified substances. To mitigate 
these risks we operate in a manner intended to meet appropriate environmental standards. A comprehensive 
compliance program, including monitoring and reporting to the Board, helps ensure these requirements are met. We 
believe our operations comply in all material respects with applicable regulations. 


At December 31, 2001, $182 million has been provided in the accounts for future dismantlement and site restoration 
costs which are currently estimated to be approximately $487 million for all of our oil and gas and chemicals facilities. 
We periodically perform internal and external assessments of our operations and adjust our estimate and annual 
provision accordingly. During 2001, we recorded a provision for future dismantlement and site restoration costs of $45 
million (2000 - $37 million; 1999 - $25 million). Actual capital expenditures for the year amounted to $24 million 
(2000 - $24 million; 1999 - $10 million). It is anticipated that actual capital expenditures in 2002 will approximate 
2001 levels. 


MARKET RISK MANAGEMENT 
We are exposed to all of the normal market risks inherent within the oil and gas and chemicals business, including 


commodity price risk, foreign currency rate risk, interest rate risk and credit risk. We manage our operations in a 
manner intended to minimize our exposure as described in Note 6 to the Consolidated Financial Statements. 


Sensitivities 
Net Income Cash Flow 

Estimated Impact in 2002 Galsons) 

Crude Oil — US $1.00/bbl change in WTI...........:ccccseseseeeetenes $ 47 Oe! 
Natural Gas — US $0.50/mef change in NYMEX ............:00+ $ 43 by 03 
Foreign Exchange — $0.01 change in Cdn to US Dollar 

j Eos PPV TYE LS Se YC ee RN RE BEM eM $ 11 ee 
PNGCR est ates me CMA C \aaveccsecccse eee ooccnesechccacipucensnondénonswaness $ $ 
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Commodity Price Risk 


Commodity price risk, and more specifically conventional and synthetic crude oil prices, are our most significant 
market risk exposure. We are also exposed to natural gas price movements, but to a lesser extent. Crude oil prices are 
influenced by worldwide factors such as OPEC actions, political events and supply and demand fundamentals. In 
addition, quality differential price adjustments are influenced by local market supply and demand fundamentals. 
Natural gas prices are generally influenced by North American supply and demand fundamentals, and to a lesser extent 
local market conditions. The majority of our production is sold under short-term contracts thereby exposing us to 
short-term price movements. As described in Note 6 to the Consolidated Financial Statements, we occasionally use 
derivative instruments to manage these risks. 


Foreign Currency Rate Risk 


A substantial portion of our operations are denominated in or referenced to the US dollar. Revenues, expenses and 
capital expenditures of operations outside Canada are principally denominated in US dollars. In addition, prices 
received for sales of crude oil, natural gas and a portion of chemicals products in Canada are referenced to US dollar 
denominated prices. Our net investments in operations outside Canada are principally denominated in US dollars. 
Since we report our financial results in Canadian dollars, our results are impacted by fluctuations in the Canadian-US 
dollar exchange rate. 


We manage our exposure to exchange rate fluctuations by generally matching US dollar denominated cash inflows 
with similarly denominated cash requirements. Since the timing of cash inflows and outflows is not necessarily 
interrelated, particularly regarding capital expenditures, we maintain revolving US dollar borrowing facilities which 
can be utilized or repaid depending on the net cash flows. In addition, we maintain long-term US dollar denominated 
borrowings which we designate as a hedge against our net investments in foreign operations. We occasionally utilize 
derivative instruments to effectively convert future cash flows from Canadian to US dollars or vice versa. Information 
regarding our foreign currency net investments, borrowings and related derivative instruments are provided in Note 6 to 
the Consolidated Financial Statements. 


Interest Rate Risk 


We are exposed to fluctuations in short-term interest rates as a result of the use of floating rate debt and, to a lesser 
extent, the use of derivative instruments as their market value is sensitive to interest rate fluctuations. We maintain a 
portion of our debt capacity in revolving, floating rate bank facilities with the remainder issued in fixed rate 
borrowings. To minimize our exposure to interest rate fluctuations, we occasionally use derivative instruments as 
described in Note 6 to the Consolidated Financial Statements. 


At December 31, 2001, we had $51 million of short-term borrowings and $424 million of long-term debt which were 
exposed to changes in interest rates. 


Credit Risk 


Credit risk is the risk of loss resulting from non-performance of contractual obligations by a customer or counterparty. 


A substantial portion of the Company’s accounts receivable are with customers in the energy industry and are subject to 
normal industry credit risk. This concentration of risk within the energy industry is mitigated through the Company’s 
broad domestic and international customer base. Nexen assesses the financial strength of its customer base, including 
those involved in marketing and other commodity arrangements. Credit risk exposures, including concentration of 
credit, are monitored routinely and reported to the Company’s Risk Management Committee. We believe this 
minimizes our overall credit risk, however, there can be no assurance that these processes will protect us against all 
losses from non-performance. 


Nexen is also exposed to the possible non-performance by derivative instrument counterparties. To reduce this risk, we 
typically transact with major financial institutions. 
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Energy Trading Activities 


Our marketing operation is involved in the marketing and trading of crude oil and natural gas, through the use of both 
physical and financial contracts (energy trading activities). These activities expose Nexen to many of the market risks 
described above. The extent of exposure is restricted to prescribed limits and is monitored daily using Value at Risk, 
stress testing and scenario analysis. 


We also have formal risk management policies relating to our energy trading activities that have been approved by 
Nexen’s Board of Directors. Market risks are monitored daily by a risk control group that operates independently and 
ensures compliance with Nexen’s risk management policies. The use of derivative instruments for purposes other than 
energy trading activities must be approved by the Chief Executive Officer and, in excess of prescribed limits, by the 
Board of Directors. The Finance Committee of the Board of Directors and the Company’s Risk Management 
Committee review the results of energy trading activities and exposures on a regular basis. 


NEW ACCOUNTING PRONOUNCEMENTS 


In July 2001, the Financial Accounting Standards Board (FASB) issued Statement No. 141, “Business Combinations” 
(FAS 141) and Statement No. 142, “Goodwill and Other Intangible Assets” (FAS 142). FAS 141 requires the purchase 
method of accounting to be used for all business combinations initiated after June 30, 2001, and for all business 
combinations accounted for using the purchase method for which the date of acquisition is July 1, 2001, or later. FAS 
142 requires that goodwill and intangible assets with an indefinite useful life no longer be amortized, but instead tested 
for impairment at least annually. FAS 142 is effective for fiscal years beginning after December 15, 2001, except that 
goodwill and intangible assets acquired after June 30, 2001, will be subject immediately to the amortization and non- 
amortization provisions of the Statement. The adoption of FAS 141 has no impact on the Company’s financial 
statements. Nexen will adopt FAS 142 on January 1, 2002. Unamortized goodwill at the date of adoption is $36 
million, and amortization expense related to goodwill was $6 million in 2001 (2000: $5 million; 1999: $5 million). 


In June 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement Obligations” (FAS 143). FAS 
143 requires liability recognition for retirement obligations associated with tangible long-lived assets. The obligations 
included within the scope of Statement 143 are those for which a company faces a legal obligation for settlement. The 
initial measurement of the asset retirement obligation is to be at fair value. The asset retirement cost equal to the fair 
value of the retirement obligation is to be capitalized as part of the cost of the related long-lived asset and amortized to 
expense over the useful life of the asset. FAS 143 is effective for all fiscal years beginning after June 15, 2002. The 
new standard will have an impact on the Company’s balance sheet but a minimal impact on earnings. The total impact 
on the Company’s financial statements has not yet been determined. 


In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets” (FAS 144) which supersedes both FASB Statement No. 121, “Accounting for the Impairment of Long-Lived 
Assets and for Long-Lived Assets to Be Disposed Of’ (FAS 121) and the accounting and reporting provisions of APB 
Opinion No. 30, “Reporting the Results of Operations-Reporting the Effects of Disposal of a Segment of a Business, 
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions” (Opinion 30). FAS 144 retains the 
fundamental provisions of FAS 121 for recognizing and measuring impairment losses on long-lived assets. FAS 144 
retains the basic provisions of Opinion 30 on how to present discontinued operations in the income statement but 
broadens that presentation to include a component of an entity rather than a segment of a business. FAS 144 is 
effective for all fiscal years beginning after December 15, 2001. Adoption of FAS 144 on January 1, 2002 will not 
have a material impact on the Company’s financial position or results of operations. 


TERK RR 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements in this report, including those appearing under the captions “Business and Properties” and 
‘“Management’s Discussion and Analysis of Financial Condition and Results of Operations”, constitute “forward- 
looking statements” within the meaning of the United States Private Securities Litigation Reform Act of 1995, Section 
21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of the United States Securities 


Act of 1933, as amended. Such statements are generally identifiable by the terminology used such as “plan”, “expect”, 
“estimate”, “budget” or other similar words. 


The forward-looking statements are subject to known and unknown risks and uncertainties and other factors which may 
cause actual results, levels of activity and achievements to differ materially from those expressed or implied by such 
statements. Such factors include, among others: market prices for oil and gas and chemicals products; the ability to 
produce and transport crude oil and natural gas to markets; the results of exploration and development drilling and 
related activities; foreign currency exchange rates; economic conditions in the countries and regions in which the 
Company carries on business; actions by governmental authorities including increases in taxes, changes in 
environmental and other regulations, and renegotiations of contracts; political uncertainty, including actions by 
terrorists, insurgent groups or other conflict including conflict between states. The impact of any one factor on a 
particular forward-looking statement is not determinable with certainty as such factors are interdependent upon other 
factors, and management’s course of action would depend upon its assessment of the future considering all information 
then available. In that regard, any statements as to future crude oil, natural gas or chemicals prices and production 
levels, cost recovery oil revenues and the Company’s share of production from operations in Yemen, capital 
expenditures, the allocation of capital expenditures to exploration and development activities, sources of funding for its 
capital program, debt levels, cash flows, uses of cash flows, drilling of new wells, ultimate recoverability of reserves, 
future production rates, expected finding and development costs, expected operating costs, demand for chemicals 
products, expenditures and allowances relating to environmental matters, dates by which certain areas will be 
developed or will come on-stream and changes in any of the foregoing are forward-looking statements. 


Although the Company believes that the expectations conveyed by the forward-looking statements are reasonable based 
on information available to it on the date such forward-looking statements were made, no assurances can be given as to 
future results, levels of activity and achievements. All subsequent forward-looking statements, whether written or oral, 
attributable to the Company or persons acting on its behalf are expressly qualified in their entirety by these cautionary 
statements. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY FINANCIAL INFORMATION 
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REPORT OF INDEPENDENT CHARTERED ACCOUNTANTS 


To the Shareholders of Nexen Inc.: 


We have audited the consolidated balance sheet of Nexen Inc. as at December 31, 2001 and 2000 and the consolidated 
statements of income, cash flows and shareholders’ equity for each of the three years in the period ended December 31, 
2001. These financial statements are the responsibility of the Company’s management. Our responsibility is to express 
an opinion-on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards in Canada and the United States. 
Those standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 


the Company as at December 31, 2001 and 2000 and the results of its operations and its cash flows for each of the three 
years in the period ended December 31, 2001 in accordance with generally accepted accounting principles in Canada. 


Calgary, Alberta (signed) “Arthur Andersen LLP” 
January 23, 2002 Chartered Accountants 


44 


NEXEN INC. 
CONSOLIDATED STATEMENT OF INCOME 
FOR THE THREE YEARS ENDED DECEMBER 31, 2001 


2001 2000 1999 
(millions of Canadian dollars except per share data) 
Revenues 
NSU, S128 SiS esas Sas eR ne ea aed $ 2,561 $ 2,674 $ 1,611 
ee eimeOn DtsPOsitOMiol HASSetS 2. NWS Recs loess velo sscesevesseadeesssvets 5 42 26 
BY PAURCHUS AIC OUMCLITICOMNC 21.0 s220 a ccet tis ncesecs sedassavscdastssshiadecovnbatiess 158 89 57 
- 2,699 2,805 1,694 
Expenses 
ESRD ANGELO Gs 2 RO PSOE Se 807 707 534 
CLG (SEE) CET WANG CV" SES ica? 1 oe a 136 ee 110 
Depreciation, Depletion and Amortization .............ccccccsescesssseseesesees 625 667 534 
Bs Ne OLY Per aR ea estates eee rec Soest SaaS is what Vabsas vices Tah gesseleaeas 265 173 136 
UES NS 8G ee RS 9 ee eee ee Sec 112 1382 106 
1,945 1,796 1,420 
Income Before Income Taxes ................00cccccccesccssceesesesceecsessecsseeetenes 754 1,009 274 
Provision for Income Taxes (Note 12) .........ecccececcccesscecsecesseceesecesecesece 304 407 174 
INES TING TRG petra RG RE py an 450 602 100 
Dividends on Preferred Securities, Net of Income Taxes (Note 8).... Pe as 2) BY) me? 137, 
Net Income Attributable to Common Shareholders.......................0.. $411 $ 565 $63 
Earnings Per Common Share (Note 9) 
Pics eh rn et WN ae eee Sven eed Od te i ccchanfovanenedaanvin $ 3.40 $4.52 $0.46 
MPMI CL ee ease nee nates Sines oe eevee ae ea a cee sock des aces tagurs repeauvadeeors ies $3.36 .$_ 4.46 $_ 0.46 


See accompanying notes to Consolidated Financial Statements. 
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NEXEN INC. 
CONSOLIDATED BALANCE SHEET 
DECEMBER 31, 2001 AND 2000 


ASSETS 
Current Assets 


Property, Plant and Equipment (Note 5) ......... eee eeeeeeeeseeeeneseeeenseeeeeenes 
Good will. sssiincdsceiinas aves cosas Re ess aaa «ema ee 
Future Income'Tax Assets.(Note 12) § -mscetecevtcncedcce oe tes ae 
Deferred Charges and Other Assets...............cccccesssessseesseeceeneeeeseeeenseeenseeens 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 
Short-Term Borrowings (Note 7) :cscsi5. Seeds eerste meee neeraneee tes 
Accounts Payable and Accrued Eiabilities 25 e eee 
Accrued:-Intérest Payable... 5s. <i iscs rece ase cere eee eta tee ces aRemniee 
Dividends:Payable : 0c, 2 ztese roe anc scoters peettee aeremen ee ete ese eee 
Total Current EtabilitieS 2 exec rer te ee ee 


Long-Term: Debt: (Note: irene ree eee renee 
Future Income Tax Liabilities (Note 12) ..............cccccessccceesssneceeeesesseeeeees 
Dismantlement and Site Restoration Allowance .....................:::cccccceesseeeees 
Other Deferred Credits and Liabilities.................0....0.0cccccccsesscceeessssseeeeees 
Shareholders’ Equity (Note 8) 
Preferred Securities. e:2e-ceee taste ass eet ee aes eee eee ee arg: Ross ce 
Common Shares, no Par Value 
Authorized: Unlimited 
Outstanding: 2001 - 121,202,444 shares; 2000 - 119,854,998 shares ..... 
Retamed Harntin o8 cce cheaters tiers vaca se eee ae en ep tcc en peace Coca 
Cumulative Foreign Currency Translation Adjustment .............ceeeeeeeee 
Total Shareholders” Equityiies 2.220 coat ene eee ee eee 


Commitments and Contingencies (Note 10) 


Approved on Behalf of the Board: 


(Signed) “C.W. Fischer” 
Director 


2001 2000 


(millions of Canadian dollars) 


$ y6d Sieth10 
609 1,080 
189 262 
20 155 
879 _ 1,467 
4,170 3,540 
36 42 
212 474 
28 28 
5,325 5,551 
eS $ 668 
713 1,190 
22 21 

9 9 
855 __ 1,288 
1,484 523 
869 1,072 
182 161 
Bil AT 
724 724 
389 350 
697 323 
94 63 
1,904 1,460 
ESOS $75.55] 


(Signed) “D.A. Hentschel” 


Director 


See accompanying notes to Consolidated Financial Statements. 
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NEXEN INC. 


CONSOLIDATED STATEMENT OF CASH FLOWS 
FOR THE THREE YEARS ENDED DECEMBER 31, 2001 


Operating Activities 
RRSPBRRSGLIC TEC e ete ne tetas cece Vat casas ts Secbbc etree SesnensasSesseheduduastoattlales 


Financing Activities 
mre ls POLO Pa 1 CLIN WIC IM a cess oniront csnccsnrtuavessoeurecsacsesacctacewansusens>e 
Prepayment Or WONG Teri DEDt....s.-.csdorse-cesssescccnncoonessoeessesueed Reccucereks 
Net Proceeds from (Repayment of) Short-Term Borrowings................ 
Bere ACINC SPOR PTCTELTCO, SCCULICIES cesses cactus saedever vasevearducneasotesstsacvecseests 
Peer eM SO MNE OMMMON: SUATCS... toerecsscsk-cesavensedarcusdere-uiesceonstaseosesenbancats 
PSSHe OL ETCICIFCd SCCUTILIES, NEL CNObC 8)! ccsc.casavecoratsesescictvescecdanesssoses 
etree Ce ORION ALTOS. aera eek. dana ase opr ok sede a naa enee tens oeessts 


Investing Activities 
Capital Expenditures 
Exploration 1Developmientiand Other 25.ccisacecs.sd.svehseseussateeiancnsssteentee 
ETOVER PIODELEVEACGUISIELONS 2:00.32. .revedcnceyilca -dnceetadsa0s bat -onvansensmne ee 
PXCOMISIONS INO rd )epperics eater sicatht api doesent eisnensb-ocevesssencaesidcapsnasudnens 
PROCCCOS OMI ISPOSINI ON OL SSC US Ge: tore, act cscuddenseastaneteroctsna deoutvane cvasecteoe 
Changes in Non-Cash Working Capital (Note 13) .........ccceeeeeseeeeeees 


Effect of Exchange Rate Changes on Cash and 
SHOLE- LELMT ANY EStMEMIS or oo isciads. «rk cs hs evades. Wedges ede eens 
Increase (Decrease) in Cash and Short-Term Investments ................ 


Cash and Short-Term Investments - Beginning of Year .................... 
Cash and Short-Term Investments - End of Year................:::::0:008 


2001 2000 1999 


(millions of Canadian dollars) 


$ 450 $ 602 $ 100 
708 7194 544 
265 W3 136 
143 (243) (64) 

= 3 £ 
1,566 1,329 TNO 
Bis 2,467 832 
(400) (2,284) (865) 
(17) 59 (392) 
(70) (68) (65) 
(37) (37) (41) 
= - 314 
39 45 aS 
- (605) = 

z (2) (65) 

: (2) eh) 
(170) (427) (274) 

(1,282) (880) (604) 

(122) (35) (8) 
- (39) (91) 
5 42 85 
(18) 42 250 

a t2) ee L) _ (23) 

(1,469) (897) (396) 
24 bos uate 
(49) ig) 46 
110 93 ray 

> 61 $110 $93 


See accompanying notes to Consolidated Financial Statements. 
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NEXEN INC. 
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 
FOR THE THREE YEARS ENDED DECEMBER 31, 2001 


Cumulative 
Foreign 
Currency 
Preferred Common Contributed Retained Translation 
Securities Shares Surplus Earnings Adjustment 
(Note 8) (Note 8) 
(millions of Canadian dollars) 

December 31, 1998 ................0:::::c00 $ 399 $ 343 $ 14 $ 651 $ 452 
Issue of Preferred Securities............ 325 - - - - 
Exercise Of St0ck Options <.........0 . 5 - - - 
Issueroia@om»monrisharesees ets - 12 - - - 
Net INCOME. eer meee: - - - 100 - 
Dividends on Preferred Securities, 

Net of Income Taxes.................... - - - (37) - 
Issue Costs of Preferred Securities, 

Neétofincome Taxes<-.....cera:.--: - - - (7) - 
Dividends on Common Shares......... - - - (41) - 
Translation Adjustment................... os ae __- a (16) 

December 31, 1999 ............ eee 724 358 14 666 36 
Exercise of Stock Options ..22..:.-. - 25 - - - 
Issnezofs Commonnoharesrees sess - 20 - - - 
Repurchase of Common Shares 

ENOE SE ORE sd: coer conten - (53) (14) (535) - 
Adoption of Liability Method of 

Accounting for Income Taxes 

(Notes?) aks eee Cen ee - - - (336) - 
INetincomeme et eee - - - 602 - 
Dividends on Preferred Securities, 

Net of Income Taxes. 24.070 - - - (37) - 
Dividends on Common Shares........ - - - (37) - 
Translation Adjustment ................... aes ees es > a 

December 31, 2000 ...................00000008 724 350 - 323 63 
Exercise of Stock Options............... - 16 - - - 
Issue of Common Shares................+ - 23 - - - 
Net Income serie ye ee - - - 450 - 
Dividends on Preferred Securities, 

Net of Income Taxes.................... - - - (39) - 
Dividends on Common Shares........ - - - (37) - 
Translation Adjustment...............0.. eres —_ seats eA or 

December 31, 2001 ..........0....cceeeeeee $ 724 $ 389 eee $ 697 $ 94 


See accompanying notes to Consolidated Financial Statements. 
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NEXEN INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(tabular amounts in millions of Canadian dollars except as otherwise noted) 


1. ACCOUNTING POLICIES 


The Consolidated Financial Statements are prepared in accordance with generally accepted accounting principles in 
Canada. The preparation of financial statements requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 
Consolidated Financial Statements, and revenues and expenses during the reporting period. Actual results could differ 
from those estimated. 


(a) Principles of Consolidation 


The Consolidated Financial Statements include the accounts of Nexen Inc. and subsidiary companies and partnerships 
in which it has a controlling interest (Nexen or the Company). All subsidiary companies and, effective April 18, 2000, 
all partnerships are wholly owned. All material intercompany accounts and transactions have been eliminated. 
Substantially all exploration, development and production activities related to oil and gas and the Syncrude Joint 
Venture are conducted jointly with others and, accordingly, the accounts reflect only Nexen’s proportionate interest in 
such activities. 


(b) Inventories and Supplies 


Inventories and supplies for oil and gas exploration and production activities and chemicals operations are stated at the 
lower of cost or market value. Cost is determined on the first-in first-out method or average basis. Inventories held by 
the marketing operation are accounted for on a mark-to-market basis and, accordingly, are stated at market value. 


(c) Property, Plant and Equipment 


Nexen follows the successful efforts method of accounting for oil and gas activities. Under this method, resource 
property acquisition costs, exploratory drilling costs and all development costs are capitalized. The cost of exploratory 
wells found to be dry and all other exploration costs, including geological and geophysical costs and annual lease 
rentals, are charged to earnings. All property, plant and equipment are periodically evaluated and, if conditions 
warrant, an impairment provision will be recorded. 


(d) Depreciation, Depletion and Amortization 


Under the successful efforts method of accounting, development costs and acquisition costs of proved properties are 
depleted or depreciated using the unit-of-production method over remaining proved developed reserves and proved 
reserves, respectively. The cost of other plant and equipment is capitalized and depreciated using the straight-line 
method based on the estimated useful lives of the assets, which range from three to 25 years. Improvements that 
increase capacity or extend the useful lives of these assets are capitalized. 


(e) Dismantlement and Site Restoration 


Future dismantlement and site restoration costs for resource properties, facilities, production platforms and pipelines, 
chemical manufacturing facilities and the Syncrude Joint Venture are provided using either their associated proved 
reserves or their estimated remaining lives. Costs are based on engineering estimates of the anticipated method and 
extent of site restoration in accordance with current legislation, industry practices and costs. The annual provision for 
dismantlement and site restoration is included in depreciation, depletion and amortization. Expenditures are charged 


against the allowance as incurred. 


49 


(f) Goodwill 


Goodwill, all of which relates to the marketing operation, is amortized on a straight-line basis over ten years and is 
periodically evaluated for impairment. 


(g) Carried Interest 


Production generated from the Masila Block (the Project) in Yemen is shared by the terms of the Agreement for 
Petroleum Exploration and Production (the Agreement) between the Government of Yemen (the Government), Nexen 
and the other Masila Block participants. Production is divided into Cost Recovery Oil and Profit Oil. Cost Recovery 
Oil provides for the recovery of operating, exploration and development costs in accordance with a formula and is 
limited to a maximum of 40 per cent of production during each fiscal year. Costs not actually recovered in any year 
may be carried forward for recovery in future years, and are included in property, plant and equipment in the 
Consolidated Balance Sheet. 


Profit Oil is that portion of production remaining after deducting Cost Recovery Oil. Profit Oil is deliverable to both 
the Government and the Masila Block participants on a sliding scale basis based on production rates. Nexen’s 
“Working Interest” in the Project is equivalent to the estimated percentage of Profit Oil deliverable to it over the life of 
the Project and is accounted for using the successful efforts method of accounting. Profit Oil which is attributable to 
the Government is considered to be the Government’s “Deemed Interest”. This includes an amount in respect of all 
Yemen income taxes payable by Nexen under the laws of Yemen. 


Under the terms of the Agreement, Nexen and the other Masila Block participants fund the Government’s share of 
exploration, development and operating costs. Cost Recovery Oil delivered to Nexen includes a “Carried Interest” 
component from which Nexen will recover the Government’s share of exploration, development and operating costs 
incurred on the Government’s behalf by Nexen. Amounts received pertaining to the Government’s Carried Interest are 
included as revenue and are offset by the actual recoveries representing firstly, the Government’s share of the current 
year’s operating costs and secondly, the Government’s share of exploration and development costs. Recoveries of 
capitalized Carried Interest costs are shown as depreciation or depletion expense. 


(h) Revenue Recognition 


Sales of crude oil, natural gas and chemicals products are recognized when title passes to the customer. Crude oil and 
natural gas produced and sold by Nexen above or below its working interest share in resource properties results in 
production overlifts and underlifts. Overlifts are recorded as liabilities and underlifts are recorded as assets. Settlement 
will be in kind when the liftings are equalized or in cash when production ceases. 


Nexen’s marketing operation is involved in the marketing and trading of crude oil and natural gas through the use of 
physical and financial contracts (energy trading activities). The Company uses the mark-to-market method of 
accounting for its energy trading activities. Under mark-to-market accounting, the energy trading contracts, including 
both physical and financial contracts, are recorded at fair value at the balance sheet date. The net gain or loss from the 
revaluation of these contracts is recorded in marketing and other income in the Consolidated Statement of Income (see 
Note 14). 


(i) Income Taxes 


Effective January 1, 2000, the Company follows the liability method of accounting for income taxes (see Note 12). 
Under this method, income tax assets and income tax liabilities are recognized, at enacted rates, for differences 
between amounts reported for financial statement purposes and their respective tax basis. The effect of a change in 
income tax rates on future income tax assets and future income tax liabilities is recognized in income in the period that 
the change occurs. 
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Deferred foreign withholding taxes are not provided on the undistributed earnings of foreign incorporated subsidiaries 
as it is Nexen’s intention to invest such earnings indefinitely in foreign countries. 


(j) Petroleum Resource Rent Tax 


Petroleum Resource Rent Tax (PRRT) is accounted for on the liability basis with a future liability or asset recognized 
on temporary differences at the current enacted rate. Temporary differences giving rise to future liabilities and assets 
result primarily from depletion and dismantlement and site restoration. 


(k) Foreign Currency Translation 


The assets and liabilities of foreign operations considered financially and operationally independent are translated into 
Canadian dollars from their functional currencies using exchange rates at the balance sheet dates. Revenue and 
expense items are translated using the average rates of exchange throughout the year. Gains and losses resulting from 
this translation process are included in the cumulative foreign currency translation adjustment in shareholders’ equity in 
the Consolidated Balance Sheet. 


Monetary balances denominated in a currency other than a functional currency are translated into the functional 
currency using month-end exchange rates. Gains and losses arising from the translation process, with the exception of 
those on Nexen’s United States dollar denominated debt, are included in income. Nexen has designated its United 
States dollar denominated debt as a hedge against its net investment in United States dollar based self-sustaining 
foreign operations. Gains and losses resulting from the translation of the debt are therefore included in the cumulative 
foreign currency translation adjustment in shareholders’ equity in the Consolidated Balance Sheet. 


(1) Capitalized Interest 


Interest is capitalized on qualifying assets until put into service, using either the interest rate on borrowings specifically 
associated with the asset or, if no such specific borrowings exist, the weighted average interest rate on all other 
borrowings. 


(m) Derivative Financial Instruments and Derivative Commodity Instruments 


Nexen utilizes derivative financial instruments and derivative commodity instruments (collectively derivative 
instruments) for both non-trading and trading purposes. 


Nexen utilizes derivative instruments for non-trading purposes in its management of exposures to fluctuations in 
commodity prices, foreign currency exchange rates and interest rates as described in Note 6. Hedge accounting is used 
when there is a high degree of correlation between price movements in the derivative instrument and the item 
designated as being hedged. Gains and losses are recognized in the same period as the hedged item and are recorded in 
the Consolidated Statement of Income in the same manner as the hedged item. If correlation ceases, hedge accounting 
is terminated and future changes in the market value of the derivative instruments are recognized as gains or losses in 
the period of change. 


Nexen’s marketing operation utilizes energy-related futures, forwards, swaps and options to manage its exposure to 
commodity price fluctuations, meet customer needs and for trading purposes. Derivative instruments used in 
connection with the marketing operation are accounted for using the mark-to-market method of accounting, under 
which changes in the market value of derivative instruments are recognized as gains or losses in the period of change. 


(n) Employee Benefits 


The Company accrues its obligations under employee benefit plans. The cost of pension benefits earned by employees 
in defined benefit pension plans is actuarially determined using the projected benefit method prorated on service and 
management’s best estimate of expected plan investment performance, salary escalation and retirement ages of 
employees. For the purpose of calculating the expected return on plan assets, assets are measured at fair value. Past 
service costs arising from plan amendments, and net actuarial gains and losses which exceed 10 per cent of the greater 
of the benefit obligation and the fair value of plan assets are amortized on a straight-line basis over the expected 


average remaining service life of the employee group. 
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(0) Stock-Based Compensation 


The Company uses the intrinsic value based method of accounting for stock options. Under this method, no 
compensation expense is recognized as the exercise price of the option is equal to the market price of the stock at the 
time of grant. 


The Company provides stock appreciation rights to employees as described in Note 8. Obligations under this plan are 
accrued as compensation expense over the vesting period of the stock appreciation rights. 


(p) Earnings Per Common Share 

On January 1, 2001, Nexen adopted the new recommendations of the Canadian Institute of Chartered Accountants with 
respect to the calculation and disclosure of earnings per share. Under the new standard, the treasury stock method must 
be used in calculating diluted earnings per share. This method assumes that any proceeds from the exercise of in-the- 
money stock options and other dilutive instruments would be used to purchase common shares at the average market 
price during the period. The new method was applied retroactively with restatement of prior periods. Under the 
previous method, diluted earnings per share for the year ended December 31, 2001 would have been $3.31 (2000 - 
$4.29; 1999 - $0.46). 

(q) Cash and Short-Term Investments 


Cash and short-term investments include instruments with a maturity of three months or less when purchased. 


2. ACQUISITIONS 

(a) Marketing Operation 

Effective July 31, 2000, Nexen acquired Northridge Energy Marketing Ltd. for cash consideration of $39 million. The 
purchase consisted of current assets of $172 million, current liabilities of $155 million, and linefill and goodwill of $22 
million. The acquisition was accounted for using the purchase method of accounting. 

(b) Chemicals Operations 

On December 17, 1999, Nexen acquired a sodium chlorate and chlor-alkali facility, located in Brazil, for cash 


consideration of US $61 million ($91 million). The acquisition was accounted for using the purchase method of 
accounting. 


3. ACCOUNTS RECEIVABLE 


2001 2000 

Trade 
Oil and Gas 
Marketing os. .25 5 scesaecncd tetacecses tarot ee Se ed ee $ 305 $ 714 
0 |) 1) <1 peek y ny eee Rene, nem OI Te Wt sie Ra ee eo et 215 257 
Chemicals and Omer x cscs acseccucshas acu eeres Meetcesse occas cst ee sees eee Pee 55 47 
eile) 1,018 
INT TAG 52,55 ssc S RM cath akg lave sews Simca dete ota ee ee ee 34 62 


$ 609 1,080 
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4. INVENTORIES AND SUPPLIES 


2001 2000 

Finished Products 

Oil and Gas 

Markennes.lecution dient ni eh tote, eas a ee ora SEIS $ 146 
CCR ATE, Jam Ob erron Ts conte et et shi a, stocked be terre trees. 115) 16 
Vo os, OEMS OGD tvez he #2 REO ee 29 Of ee Ce 15 16 
86 178 
Dk AM ECOCESSENIN, EUV R eR Pe ERE OST, Le re ee) ae fo 6 4 
Field Supplies........ Moshe S25 tos ce maleate desu heh dseagSsbc wk dsnsuanaee cd ooouad caso Oana ee aC ORE O77, 80 


5. PROPERTY, PLANT AND EQUIPMENT 


2001 2000 

Accumulated Accumulated 
Depreciation, Net Depreciation, Net 
Depletion and Book Depletion and Book 
Cost Amortization Value Cost Amortization Value 

Oil and Gas 

SASS ate a Ae eo $ 1,839 $ 1,491 $, 348 $71,559 S 15314 er 241 
SG EG horn ae bese Attn ot Sl a 2,867 913 1,954 2,497 729 1,768 
WinwtedsStates@. x133. sche: 1,636 848 788 1,242 23 519 
PBST ALE occ aces ceccesiint Weis tvesencock 167 144 23 151 90 61 
Wer COUNTIES e-. tia. ee De 166 105 245 126 119 
EAR K CUNEO ers cele skk eat inoke te 89 32 57 88 25 ss) 
6,869 3,594 SOAS) Sey bifss 3,007 Pai iT/A | 
Syncrude Joint Venture............... 487 1 pa| 360 429 118 311 
PNEMICAIS. Sees tet eee 744 296 448 667 261 406 
Corporate and. Other =.!....28 i 137 50 87 89 37 ys 
$ 8,237 $ 4,067 $ 4,170 $ 6,963 $3,423 $ 3,540 


Capitalized costs relating to unproved properties and projects that are under construction or development are not 
depreciated, depleted or amortized. Included in the above table are assets amounting to $251 million (2000 - $101 
million) which are not being depreciated, depleted or amortized. 


Portions of Nexen’s oil and gas and chemicals assets are located outside North America. These assets and the related 
operations are subject to the risk of actions by governmental authorities and insurgent groups. It is Nexen’s policy to 
conduct its business so as to minimize such risks. 


6. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT 


The nature of Nexen’s operations and the issuance of long-term debt expose the Company to fluctuations in commodity 
prices, foreign currency exchange rates, interest rates and credit risk. The Company recognizes these risks and 
manages its operations in a manner intended to minimize its exposure to the extent practical, and to a lesser extent 
through the periodic use of derivative instruments. In addition, Nexen’s marketing operation utilizes energy-related 
futures, forwards, swaps and options to manage its exposure to commodity price fluctuations to meet customer needs 
and for trading purposes. The Finance Committee of the Board of Directors and the Company’s Risk Management 
Committee monitor Nexen’s exposure to the above risks and review the results of derivative activities and all 
outstanding positions on a regular basis. 
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(a) Commodity price risk management 


Nexen generally sells its crude oil and natural gas under short-term market based contracts. During 2001, 2000 and 
1999, Nexen did not utilize derivative instruments to fix the prices on its crude oil and natural gas sales. However, 
Nexen did utilize crude oil put option contracts to establish a floor for the price of crude oil, in order to mitigate the 
impact of potential crude oil price declines. The effect of the put options was to provide a minimum price per barrel 
equal to the contract strike price for all hedged volumes if the West Texas Intermediate (WTI) crude oil price averaged 
less than the strike price for the contract period. The majority of the contracts have expired unexercised as WTI did not 
average less than the strike price during the contract period. 


Contract Amount Contract Period Strike Price 
(US $ per bbl) 

30,000 barrels per day January 2001 — December 2001 $ 20.00 
20,000 barrels per day February 2001 — January 2002 $ 20.00 
10,000 barrels per day March 2001 — February 2002 $ 22.00 
10,000 barrels per day March 2001 — February 2002 $ 21.65 


During 2001, the Company purchased fixed to floating swaps in order to modify the terms of certain fixed price natural 
gas contracts. Under the terms of these contracts, the Company must deliver 21 million cubic feet per day of natural 
gas to conterparties at prices ranging from $3.32 to $6.93 per thousand cubic feet. The Company preferred to receive 
an index based price for its natural gas and therefore executed fixed to floating swaps for these contracts. These 
contracts expire in 2002 and 2003. 


Nexen’s marketing operation is involved in various crude oil and natural gas marketing activities intended to enhance 
price realizations from the sale of Nexen’s proprietary and third party oil and gas production and for energy trading 
purposes. The marketing operation enters into contracts to purchase and sell crude oil and natural gas. This activity 
exposes the Company to commodity price risk between the time contracted volumes are purchased and sold. The 
marketing operation actively manages this risk by utilizing energy-related futures, forwards, swaps and options, and 
generally attempts to balance its physical and financial contracts in terms of contract volumes and timing of 


performance and delivery obligations. However, net open positions may exist or are established to take advantage of © 


existing market conditions. 


Open positions enable the marketing operation to generate income based on competitive information from marketing 
activities but also expose the Company to the risk of loss from fluctuating market prices. The extent of exposure under 
these activities is restricted to prescribed limits and is monitored daily using value-at-risk, stress testing and scenario 
analysis. The value-at-risk calculation estimates the maximum probable loss, given a 95 per cent confidence level, that 
the Company would incur if the outstanding positions were unwound over a two day time period. During 2001, net 
revenue from these activities, including the related derivative instruments, was $96 million (2000 - $48 million; 1999 - 
$28 million) and at December 31, 2001, the value-at-risk was $19 million (2000 - $13 million; 1999 - $3 million). 


(b) Foreign currency rate risk management 


A substantial portion of Nexen’s activities are transacted in or referenced to United States dollars. Revenues, expenses, 
capital expenditures and related net assets of oil and gas and chemicals operations outside Canada are primarily United 
States dollar denominated. Prices received in Canada for sales of crude oil, natural gas and a portion of chemicals 
products are referenced to United States dollar denominated prices. Also, Nexen has the ability to borrow on a short- 
term and long-term basis in United States dollars. Nexen does not have any material exposure to highly inflationary 
foreign currencies. 


Nexen manages its exposure to fluctuations in the United States to Canadian dollar exchange rate by operating in a 
manner which minimizes the need to convert between the two currencies. Net revenue from foreign operations 
together with United States dollar denominated borrowings are generally used to fund United States dollar denominated 
capital expenditures and debt repayments. Derivative instruments may occasionally be used to effectively convert cash 
flows from Canadian to United States dollars and vice versa. 
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At December 31, 2001, Nexen held the following foreign currency derivative instrument related to long-term debt: 


Amount Receivable Amount Payable Maturity Date 
remo Contact: 72s 2950 Re Cdn $ 50 US$37 November 2006 


This contract represents an obligation to exchange principal and interest amounts between Nexen and the counterparty. 
Details regarding this contract and the obligation to which it relates are described in Note 7. 


At December 31, 2001 and 2000, Nexen held the following United States dollar denominated net investments, long- 
term debt and preferred securities: 


2001 2000 

United States Dollar Denominated 
Nee Investinents m Foreign Operations Al8). knees. US $ 887 US $ 764 
Gi a igang Ba ae Re ATi iene oa a eet ee US $ 728 US $ 462 
PG FSPITSIE WASTE ILC CoS ote at caer US $ 476 US $ 476 


This United States dollar denominated debt has been designated as a hedge against the Company’s net investment in its 
foreign operations. As such, the foreign exchange gains or losses realized on the debt are included in the cumulative 
foreign exchange gains or losses realized on the translation adjustment in shareholders’ equity. 


(c) Interest rate risk management 


Nexen uses both fixed and floating rate debt to finance its operations. The floating rate debt obligations expose the 
Company to changes in interest payments due to fluctuations in interest rates. Nexen manages its interest rate exposure 
by maintaining a combination of fixed and floating rate borrowings and through the periodic use of derivative 
instruments. At December 31, 2001, Nexen had fixed the interest rates on 69 per cent (2000 — 72 per cent) of its long- 
term debt at an effective average rate of 7.0 per cent (2000 - 7.2 per cent) through fixed rate borrowings. 


(d) Credit risk management 


A substantial portion of the Company’s accounts receivable are with customers in the energy industry and are subject to 
normal industry credit risk. This concentration of risk within the energy industry is mitigated through the Company’s 
broad domestic and international customer base. Nexen assesses the financial strength of its customer base, including 
those involved in marketing and other commodity arrangements. Credit risk exposures, including concentration of 
credit, are monitored routinely and reported to the Company’s Risk Management Committee. 


Nexen is also exposed to the possible non-performance by derivative instrument counterparties. To reduce this risk, 
Nexen typically transacts with major financial institutions. 
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(e) Carrying value and estimated fair value of financial instruments 


Assets (Liabilities) 2001 2000 
Carrying Fair Carrying Fair 
Value Value Value Value 
Long-Term. Debt iat. 5.008. See es: $ (1,484) $ (1,465) $ (1,523) $ (1,487) 
Preferred Securities... eee $2724) $ (769) $) G2A4) $ (677) 
Crude Oil Put Options’. 22. Waa eee $ 2 $ . $ 5 $ 5 
Natural:Gas Swapsiad SAS See ee $ - $ (7) $ - $ - 


The estimated fair value of financial instruments and hedge-related derivative instruments is based on public trading 
values where available or, where not available, on values for similarly traded instruments with similar features. The 
carrying value of cash and short-term investments, amounts receivable and short-term obligations approximates their 
fair value because of the near-term maturity of those instruments. Amounts receivable and payable by Nexen’s 
marketing operations are equal to fair value as the mark-to-market method of accounting is used to value those 
amounts. 


ie LONG-TERM DEBT AND SHORT-TERM BORROWINGS 


2001 2000 

Unsecured Syndicated Terny Credit Facilities (a)i2, 2 ee etme eee $ 424 $ 430 
Unsecured, Debentures die? O01 i(D) i. cece ae eee ea een ee - 1D 
Unsecured Redeemable Notes due 2004 (Cc) ci accaueac eter cee eer ee eae 358 338 
Unsecuted:Redeemable Debentures, cue-2O0G Cee ne ce tesenere ae ate eeeee ree 109 105 
Unsecured Redeemable Medium Term Notes, due 2007 (€).........cc::cccccssssseeeeeesseeees 150 150 
Unsecured Redeemable Medium Term Notes, due 2008 (f) ...........:cccsssseccceeesrreeeees 125 125 
Unsecured Redeemable Notes ctu. 2075 2 yi ence eer eee 318 300 
$ 1,484 nw RS PE 


(a) Unsecured syndicated term credit facilities 


Nexen has committed unsecured revolving term credit facilities totalling $1,576 million. Amounts are available for six 
years, except for $100 million which is available for five years. Amounts available under the facilities are extendable at 
each lender’s option on an annual basis. No repayments are required until the end of the availability period. 
Borrowings are available in the form of Canadian bankers’ acceptances, LIBOR-based loans, Canadian prime loans or 
US dollar base rate loans. Interest is payable monthly at a floating rate. 


During 2001, the weighted average interest rate was 6.0 per cent (2000 — 6.2 per cent). 

(b) Unsecured debentures, due 2001 

During June 1991, Nexen issued $75 million of unsecured 10 year debentures. Interest was payable semi-annually at a 
rate of 10.85 per cent. The principal was repaid in June 2001 using proceeds drawn from the Syndicated Term Credit 
Facilities. 

(c) Unsecured redeemable notes, due 2004 

During February 1999, Nexen issued US $225 million principal amount of notes. Interest is payable semi-annually at a 
rate of 7.125 per cent and the principal is to be repaid in February 2004. The notes are redeemable, in whole or in part, 


at any time by the Company at a price equal to the greater of par and an amount calculated to provide a yield equal to 
the yield on a United States Treasury security having a term to maturity equal to the remaining term of the notes. 
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(d) Unsecured redeemable debentures, due 2006 


During November 1996, Nexen issued $100 million of unsecured 10 year redeemable debentures. Interest is payable 
semi-annually at a rate of 6.85 per cent and the principal is to be repaid in November 2006. In December 1996, $50 
million of this obligation was effectively converted through a currency exchange contract with a Canadian chartered 
bank to a US $37 million liability bearing interest at an effective rate of 6.75 per cent for the term of the debentures. 
The debentures are redeemable, in whole or in part, at any time by the Company at a price equal to the greater of par 
and an amount calculated to provide a yield equal to the yield on a Government of Canada Bond having a term to 
maturity equal to the remaining term of the debentures plus 0.10 per cent. 


(e) Unsecured redeemable medium term notes, due 2007 


During July 1997, Nexen issued $150 million principal amount of notes. Interest is payable semi-annually at a rate of 
6.45 per cent and the principal is to be repaid in July 2007. The notes are redeemable, in whole or in part, at any time 
by the Company at a price equal to the greater of par and an amount calculated to provide a yield equal to the yield on a 
Government of Canada Bond having a term to maturity equal to the remaining term of the notes plus 0.125 per cent. 


(f) Unsecured redeemable medium term notes, due 2008 


During October 1997, Nexen issued $125 million principal amount of notes. Interest is payable semi-annually at a rate 
of 6.30 per cent and the principal is to be repaid in June 2008. The notes are redeemable, in whole or in part, at any 
time by the Company at a price equal to the greater of par and an amount calculated to provide a yield equal to the yield 
on a Government of Canada Bond having a term to maturity equal to the remaining term of the notes plus 0.125 per 
cent. 


(g) Unsecured redeemable notes, due 2028 

During April 1998, Nexen issued US $200 million principal amount of notes. Interest is payable semi-annually at a 
rate of 7.40 per cent and the principal is to be repaid in May 2028. The notes are redeemable, in whole or in part, at 
any time by the Company at a price equal to the greater of par and an amount calculated to provide a yield equal to the 


yield on a United States Treasury security having a term to maturity equal to the remaining term of the notes plus 0.25 
per cent. 


(h) Repayment and interest 


Required long-term debt repayments for the next five years are 2002 - nil; 2003 - nil; 2004 - $358 million; 2005 - nil, 
and 2006 - $109. .Interest expense on long-term debt was $106 million, $125 million and $103 million in 2001, 2000 
and 1999, respectively. 


(it) Debt covenants 


The majority of debt instruments contain covenants pertaining to certain financial ratios and the ability to grant 
security. At December 31, 2001, all covenants have been met. 


(j) | Short-term borrowings 


Nexen has unsecured operating loan facilities of approximately $260 million. Interest is payable at floating rates and 
the facilities are subject to periodic reviews. 


During 2001 and 2000, the weighted average interest rate on short-term borrowings was 5.5 and 6.1 per cent, 
respectively. 
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8. PREFERRED SECURITIES AND SHARE CAPITAL 


(a) Preferred Securities 


Security Principal Amount Interest Rate Maturity Date 
Preferred Securities US $259 million 9.75 % October 2047 
Preferred Securities US $217 million 9.375 % March 2048 


The 2047 and 2048 preferred securities are redeemable by the Company at par, in whole or in part, on or after October 
30, 2003 and February 9, 2004, respectively. Nexen may defer, subject to certain conditions, up to 20 consecutive 
quarterly interest payments and may satisfy its interest, principal or redemption payments through the issuance of 
common shares. Interest is payable quarterly. 


Since the Company has the unrestricted ability to settle the interest, principal and redemption payments through the 
issuance of common shares, the preferred securities are classified as equity. Accordingly, the principal amount is 
included in shareholders’ equity in the Consolidated Balance Sheet. Interest payments, net of income taxes, are 
classified as dividends and charged directly to retained earnings. 


(b) Authorized capital 


Authorized share capital consists of an unlimited number of common shares of no par value and an unlimited number 
of Class A preferred shares of no par value issuable in series. 


(c) Issued common shares and dividends 


2001 2000 1999 
(thousands of shares) 

Beginning Of Y Gat sccA so a.tases nce eee aen nent eee 119,855 138,145 137,373 
Exercise'of Stock: Options... Ct. tanner eaten anaes 648 1,129 136 
Issue.of Common Shares forCashos 1... ten gene 699 581 636 
Repurchase of Common Shares.c25.. se eee - (20,000) : 
End of Year 3/382 40)2 5 Sen ee ee See eee: 121,202 119,855 138,145 
Dividends per Common Share... ee eee $0.30 $ 0.30 $ 0.30 


During 2001, Nexen issued 533,216 (2000 — 432,717; 1999 — 636,292) common shares for cash consideration of $17 
million (2000 - $14 million; 1999 - $12 million) under a Dividend Reinvestment Plan. At December 31, 2001, there 
were 489,329 common shares reserved for issuance under this plan. During 2001, Nexen issued 165,610 common 
shares (2000 — 148,365; 1999 - nil) for cash consideration of $6 million (2000 - $6 million; 1999 - nil) pursuant to an 
employee flow-through share arrangement. 


In March 2000, the Company, Ontario Teachers’ Pension Plan Board (Teachers) and Occidental Petroleum 
Corporation (Occidental) entered into an agreement (the Agreement) whereby Occidental would sell its 29 per cent 
interest in Nexen. The Agreement was approved by a majority of Nexen shareholders other than Occidental and 
Teachers at a meeting of shareholders on April 17, 2000. Under the terms of the Agreement, Teachers purchased 20.2 
million common shares of the Company. Nexen repurchased 20 million common shares for $605 million including 
associated fees. Upon repurchase, the common shares were cancelled. 


(d) Stock options 


The following options to purchase common shares have been granted to directors, officers and employees. Options 
granted prior to February 2001 vest over four years and are exercisable on a cumulative basis over 10 years. Options 
granted after February 2001 vest over three years and are exercisable on a cumulative basis over 5 years. At the time of 
grant, the exercise price is equal to the market price. 
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Weighted-A verage 


Options Exercise Price 
(thousands) (dollars) 
LUYS S075) poco be be pl ile le ao 4,661 $ 23 
OT LUISG ese ae spel Beir Be ERRORS Cr CREOLE TER Pere oe We 1,793 S27, 
BeOS CCL wernt Rater ae amr (se ee ah cee rede eC ee cen cagudashaiseaatahsacaes (136) $ 18 
EIU LENG cn kta bale oS renee (112) S25 
DISS ES RRS Ba I al fe I ee 6,206 $ 24 
UES ASG at a en Pr 3,016 $ 36 
REE GINCUII ee WE Ne EY, Apeett ROU os cos ensue cecusucadncousousvadsoseecévacersecens (1,129) $ 22 
PRG FR vce Osean. WeSIS Se Tee coes. vce essaeesnnrndencdesseveiée dues Gu) S25 
MR eEAN OT 1g 8 Fath tects ere crest tots Pewee Si dasoei cubes skiesvacsbvarcaccssestcs 7,976 $ 29 
nee to eat NI ae ceich cx aats ts evens desta ciceeeses iesusooectoccoicnnlcn, 1,645 $ 31 
ReTRSU TSC CIPEMEPTULD, oN AU DIN PRIUS NIN. ecu cacctvawedtl au ae ee eee eles (648) $ 24 
LN eth ena Sa ce) SG ne ee (142) $ 30 
DCCC 51, LLOONI Se aIOD. A. EAN E5:, f-2G case ceeneesvecceanescseideaicaledeecoovs 203051 $ 30 
Options exercisable at end of year 
Be TNR een AEN I Wedee sy. 86) casabald Mes ibbancothleaniibs a2 $ 22 
COU eae reer eG ney. alt one! el lan lt en 2,741 $ 24 
OMnilesoertegers. Wat Aiton, ceed Prete ele teu ev meteeuh 1c. i! dol 4,232 S27. 


The range of exercise prices of the Company’s outstanding stock options at December 31, 2001, is as follows: 


Outstanding Options Exercisable Options 
Weighted Weighted Weighted 
Average Average Average 
Number of Exercise Years to Number of Exercise 
Range of Exercise Prices Options Price Expiry Options Price 
(thousands) (dollars) (thousands) (dollars) 
$ 9.63 to $16.99 71 $ 14 2 ida $ 14 
$17.00 to $24.99 1,582 $ 19 6 1,291 $ 20 
$25.00 to $29.99 2,494 $ 28 ) 1,594 $ 28 
$30.00 to $40.35 . 4,684 $ 34 7 1276 $ 36 

8,831 4,232 


The number of common shares reserved for issuance under the Stock Option Plan was 10,896,060 at December 31, 
2001 (2000 — 8,044,680; 1999 — 2,944,690). 


(e) Stock Appreciation Rights 


A stock appreciation rights plan was established in 2001. Under this plan, employees are entitled to cash payments 
equal to the excess of the market price of the common shares over the exercise price of the right. The vesting period 
and other terms of the plan are similar to the Stock Option Plan. During the year ended December 31, 2001, 913,300 
rights at a weighted average exercise price of $31.17 were granted. The issue of these rights did not have a significant 


impact on the results of operations for 2001. 


9. EARNINGS PER COMMON SHARE 


The calculation of earnings per common share is based on the weighted average number of common shares outstanding 
of 120.7 million, 125.0 million and 137.8 million for the years ended December 31, 2001, 2000 and 1999, respectively, 
and net income after deducting dividends on preferred securities, net of income taxes. 
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The calculation of diluted earnings per share is based on the weighted average number of common shares outstanding 
of 122.1 million, 126.8 million and 138.3 million for the years ended December 31, 2001, 2000 and 1999, respectively. 
For the years ended December 31, 2001, 2000 and 1999, respectively, options for 2,992,903, 42,000 and 6,205,920 
were excluded from the diluted earnings per share calculation because the exercise price was greater than the average 
market price of common stock for the respective periods. During the periods presented, outstanding stock options are 
the only dilutive instrument. 


10. COMMITMENTS AND CONTINGENCIES 


The Company has committed to the following payments related to its operating leases and transportation commitments: 


DOOD. . cS, caries er ee RCO Oe ee $ 65 
DOO Se APR BARA oe ET A ee Re 63 
ZOOA Sac, OEE TS ANS eh ST EM 12) ace eens eae tc oernenaeeee oF 
DOOD sce8 iccecttsk ee dces tee eedetens panes ses Saas eas ee 34 
DOG coe cess scat scccueeeen Soe EE eae Soe s eee cee 32 
"Thereafter x. cos oe tesoccccuceesc so eRe LE 228 
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In November 2000, the Company committed to enter into a lease agreement upon the completion of construction of a 
natural-gas-fired generating facility in Alberta. The term of the lease agreement will be five years from the date of 
plant completion which is expected in the first quarter of 2002. Lease payments will begin when construction is 
complete and are included in the table above. Under the terms of the lease, the Company has provided a residual value 
guarantee for 85 per cent of the original cost of the facility, or approximately $60 million. 


There are a number of lawsuits and claims pending including income tax reassessments as described in Note 12, the 
ultimate results of which cannot be ascertained at this time. Costs are recorded as they are incurred or become 
determinable. Management is of the opinion that the resolution of such matters would not have a material adverse 
effect upon the Company’s consolidated financial position or results of operations. 


11. PENSION AND OTHER POST-RETIREMENT BENEFITS 


The Company maintains contributory and non-contributory defined benefit and defined contribution pension plans, 
which together cover substantially all employees. The defined benefit pension plans provide pension benefits upon 
retirement based on length of service and final average earnings. Defined contribution benefits are based on plan 
contributions. 


The cost of pension benefits earned by employees in the defined benefit pension plans is determined using the 
projected benefit method prorated on employment services and is expensed as employment services are rendered. The 
defined benefit plans are funded in accordance with federal and provincial government regulations by contributions to 
trust funds, which are administered by an independent trustee. Assets of the defined benefit pension funds are invested 
in investment funds, consisting primarily of equities and bonds. 


Nexen provides certain post-retirement benefits, including group life and supplemental health insurance to eligible 
employees and their eligible dependents. Such costs are fully accrued as deferred compensation earned during the 
period that employees render service, however, no funding of these future obligations is provided. Future liabilities are 
not material to the ongoing operations of the Company. 


The following table sets forth for the defined benefit plans reconciliations of the beginning and ending balances of the 


benefit obligation and the fair value of the plan assets, the funded status and the assumptions used in the determination 
of the projected benefit obligation and net pension expense: 
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Change in Benefit Obligation 


BP CHE ODI AON BE SMMING OF Y CAN. 4; <...2550c05.sceeeodeosscuvesoncecavestcdaedesssucseseoe, cc: ¥OO $ 131 $ 120 
«EOIN OSS aaa elec Sa aes oh. BP a 3? 5 5 
Bate oon OS MN eit. et, 2, ARRON em ll. Peete. yr nein) 9 o 
Pacer amacipants «Contributions tw on 2a WaT Jedd onfeen ari or 2 2 
UCM MAER GT BOSSMrr tae Pes. Lee A Seer tN ele visu sneeiiy Laitinen: 18 - 
BCE Ut en LO tt OY Ee SMES deGorionis levis ifthe (6) (6) 
AE ESTES CIO LA Fests ee Ran 4 1 
Beeman ONES AULOI IN Of WY CAl oe oes cai cen 3oeosenes.accoaesccscesds Sosnctevee oibesPestiackcecezscaessscs $_ 163 $2131 
Change in Fair Value of Plan Assets 
aire aie OF PlaneAssets - Beginminig Of. Y Ca¥ aos... ioveient<ckvecesecvsveveccotssvueheroesecdsccucevens $ 148 $5122 
Bee ePIC LOE OME A ALIEN SSOUG 2 peop. c tl doscko sc y-yue sah oevesidenveisisisesovidsoasescécdcoekcecck cg (12) 26 
ETT COP SST ERTL TT OB ere OE lw oO ee 4 4 
Beer sein anis€ One DUONG ¢ ..oc2. 01! eecsccs ee. ca Bh. See cdbse toes tank beedarddeies seouvcescoesotons 2 2 
BETES MD AC ie oo Bi tae Erase 2 eaiieh cy stash 3 mot cts dass dA vse sc ies eM necic bost bu ddeaidvece det (6) (6) 
Batey ile OL w lai Assets Endo Year 5 c.cscc,.1,.cescsdcroscasdios 4 hesviceacsioscascecvosedessdesieedcs $ 136 $_ 148 
Reconciliation of Funded Status 
RIGS SESS at rue ARPUME OE ttt tar sting Basa sgigsavaves soveb sossuassaijicd aninevcttasitenoioowe, oe a 2y/,) Samed, 
memorized Dransitional ODI gation duc.c5c5¢. 6.05. Wascacas vance loon othdeseectiezevasectheedsdicstonies 2 2 
BIRT aIMOPE 7 CERIOM SEL ice Costsex, ac: FINES Ad REM. coacccsccccssceeccsestenecthvveseasavces 6 3 
Wncmortized Net@Acimarial (Gains OSS «2. 2:<.c.0..4< MUO acs voces sncsccoscecslececcosseseavecacses seen (27) 
Pension Obligation Recognized in the Consolidated Balance Sheet...........ccccccccsceseeees $ (6) Saez) 
Assumptions 
DESO UA SETI 0 ce en A, 6.25% 7.00% 
Long-Term Rate of Employee Compensation Increase ...........ccccccscscssssssesesesesesesestecees 4.00% 4.00% 
Bode=Ferm Annual Rate of Return, oniPlan Assets .giaisccsissccssssssssseionvesoesieouossiieeesesen 7.00% 7.00% 


(1) Included in the above amounts are unfunded obligations for supplemental benefits to the extent that the benefit under the defined 
benefit pension plan is limited by statutory guidelines. At December 31, 2001, the projected benefit obligation for supplemental 
benefits was $25 million (2000 - $13 million). 


Net pension expense for the defined benefit pension plans has been determined as follows: 


2001 2000 1999 
GostofBenefits Hamed by Bmployeespe...2.....2...:.ecs00-8iteedssesssnsvesnes $15 $ 5 S36 
Mteresive OSE Of), BENEINS ate ori cccssesg ends. oecssczeestecysteveccdnsuevintsonvecs eae 9 9 8 
Expected Return on PesstomPlanrA ssétsves. x64 centeee. Lo Sota AN: (10) (9) (8) 
SNES Uta GEE en rey, By Pere aR ee - - (3) 
INGie A IOTILZ AON aN PIC TOLEAN cace hc coe Sosa odcc ou sec casraceOusuaencd cate docennsielades a Bis ee (L) 
WetBencion Hxperise <sser. Baar ct. £ hcccsser reeset stacseh hegoe laches dacccceontes® $ 4 35 SA2 


During 2001, pension expense for the Company’s defined contribution pension plans was $3 million (2000 - $2 
million; 1999 - $2 million). 
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12. INCOME TAXES 
(a) Change in Accounting Policy 


Effective January 1, 2000, the Company adopted the new recommendations of the Canadian Institute of Chartered 
Accountants with respect to accounting for income taxes. Under the new recommendations, the liability method is 
used. The new method was applied retroactively without restatement of prior periods. The effect of the change in 
accounting policy on the Consolidated Financial Statements as at January 1, 2000, was to increase (decrease) the 
following items: 


Buture Income Tax Assets. ree eee eee eee $ 450 
Future Income Tax (itabilities 2050.5, -1scsosercncsccstéessancdecesateccpeevesacsece eee: ate eee ene $ 786 
Reéfained Earnings. 3:3. ...ic..30:2.-cossearsvves eovesvstrentstvetorase erste eave token ietes Seen cane nee ees ame $ (336) 


The adjustment to retained earnings was primarily a result of the recognition of the future income tax cost of the 
Wascana Energy Inc. (Wascana) acquisition in 1997, in which the tax basis acquired was less than the purchase price. 


(b) Temporary Differences 


Temporary differences that gave rise to future income tax assets and future income tax liabilities are as follows: 


December 31, 2001 December 31, 2000 
Future Future Future Future 
Income Tax Income Tax Income Tax Income Tax 
Assets Liabilities Assets Liabilities 
Property, Plant and Equipment, Net................00 $ 48 Si721 $ 119 $ 776 
Dismantlement and Site Restoration 
Allowance.®. 2... SASS ee ee ee ee 63 J 61 - 
MaxelvossesiGarrieds onward pease ee eee 34 - 239 - 
Deferred-“Incomey ee - 139 - 282 
Foreign’ EXchanee cerca sat ct ce tle eee 3 2 8 
IRCCOV ea lealkaxeS aroma anes eee ne 101 - 83 - 
OUDEE s. osscicorssnssoeel eee eee ee ee eee 6 6 6 
256 869 510 1,072 
Valuation AHOWanGe ts......5.......8umieetkencsissess-acscses (44) - (36) - 
$ 212 $ 869 $ 474 $ 1,072 
The future income tax asset valuation allowance is in respect of foreign tax credit carry forwards. 
(c) Canadian and Foreign Income Taxes 
Income before income taxes generated from Canadian and foreign operations is as follows: 
2001 2000 1999 
GATSALAIN acs chesecinccacar ccceeeneteteeen (¥sct SRS RC eS ee S$ 225 $ 240 Se 30 
FOOT ON Gos pcsssce oss cok cees Goa ROe Rawat eae era eo a eatin core ec ree ne 529 769 238 
75: $ 1,009 B 274 
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The Canadian and foreign components of the provision for income taxes based on the jurisdiction in which income is 
taxed are as follows: 


2001 2000 1999 
Current 

EMMI crete rome Tee eee re ee IDEAL US $ 6 $ 7 $ 6 

CSET ayes soni ein Beant ie latch ee rifle ala elh om 210 20 37 

216 242 143 

Future 

EGY EV CMEC, Be ane a ER a a 81 119 44 
ROU alaa k rakon) ey he cetrceese Patel va8s, dacs avclehevivbevc coe! dovsescteetes d 46 (3) 

88 165 St 

Eee SMOME TOT INCOME WAKES i, coxs, etter lod. esse bieceatl. LovMsacves ntubeverentcss $304 $407 Sa ad 74. 


Foreign is principally comprised of Yemen, the United States and Australia. 


(d) Reconciliation of Effective Tax Rate to the Canadian Federal Tax Rate 


The provision for income taxes in the Consolidated Statement of Income varies from the provision for income taxes 
calculated at the Canadian statutory tax rate. 


2001 2000 1999 
RPRC OMICS CLOTE MITC ORIOL AXES 21-05 205 cases a shesadenicevrescaeesiaueudianceSevsvcidbdeds $754 $ 1,009 $274 
Provision for Income Taxes Computed at 
ie Canadian Statutory Raters) Act. oe at eee ed oe Sg 317. $ 449 $a22 
Add (Deduct) the Tax Effect of: 
Royalties, Rentals and Similar Payments to 
Par MITCH Gag Ne MIC I Sek et. oe secs desasecanctcdcsacesosavenssssncdienencdbessetes 66 79 48 
Resource Allowance and Provincial Tax Rebates............ccccccsesseeseeeee (68) (81) (41) 
Lower Tax Ratés on Foreign Operations... !0.2..1....0.ccecc-sesecceeeceesesecsess (15) (45) (20) 
Permanent Differences Between Accounting and 
Pax Basis On Assets aNd Li QOS 6 foecc.<acnssisarsconbac stacy caste soeosterace - - 56 
Additional Canadian Tax on Canadian Resource Income................+. 2 - - 
ALPE MCONPOTANOD Hak neh Riscet oe feel to5s8 Malek teed, PE 5 6 6 
Revaluation of Future Tax Liability for 
FRECUCTOI UM OtallCOry Rater esi ee eee kate (5) - = 
RCE Geir | RR eer 3 PEPE Ge Esco oes etic ah svn ssesondanaisndesieoneseendsSeeaess 2 41) 3 
FROME RSITOTAE (ool TATE, C18 IE, oP $304 $__ 407 $_174 


During 2001, the Canadian Federal Government and various provinces in Canada in which the Company operates 
enacted legislation reducing the federal and provincial statutory income tax rates. The impact of this legislation is a 
reduction of the Company’s liability and provision for future income taxes of $5 million. The federal rate reduction 
does not apply to the Company’s earnings from Canadian resource properties. 
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(e) Available Unused Tax Losses and Tax Contingencies 


At December 31, 2001, the Company had available unused tax losses totalling $71 million (2000 - $535 million). 


Nexen’s income tax filings are subject to audit by taxation authorities. There are various audits in progress and items 
under review, some of which may increase the tax liability of the Company. The ultimate results of these items cannot 
be ascertained at this time. Management is of the opinion that it has adequately provided for income taxes based on all 
information currently available. 


At the time of acquisition, Wascana had outstanding taxation issues in dispute relating to prior taxation years. Wascana 


disagreed with issues raised and has filed Notices of Objection in respect of these issues. The value of the tax pools 
acquired at the time of acquisition reflected management’s evaluation of the potential impact of these issues. 


13. CASH FLOWS 


(a) Charges and credits to income not involving cash 


2001 2000 1999 
Depreciation, Depletion and Amortization nc... eee $ 625 $ 667 $ 534 
Gain: on Disposition’ Of ASSCIS.cccccccrercac-ctget esses oe escent n ee  e ere (5) (42) (26) 
Puture Income Taxes coh ee cece tee crenata ire eae eaten tan eee a ene tata 88 165 31 
Othe oo isc. 2. isk ceeteeiees weadeaomseveuctaagenesactersh coadeeceec see een oN RARE OEt teem este a - 4 5 
$708 $794 $ 544 
(b) Changes in non-cash working capital 
Changes in non-cash working capital items increased (decreased) cash as follows: 
2001 2000 1999 
Accounts Receivable... col eee een $ 471 $ (521) $ 120 
Inventories and Supplies® yee nee eee meen re ete eterna To (120) (11) 
Other CurrentCiAssets 3 -cee fice sce ace eee eee (5) S) 1 
Accounts Payable and'Acctuéd Iiabilitestairn. .ascct eae eter (417) 430 Wi) 
Accrued Interest Payablen.cctic eeece eee 1 (1) 6 
Dividends. Payablei..s...-.c:c.ter-<cr es acees crete eee eee ene - (1) - 
123 (210) 123 
Effect of Foreign Exchange Rate Changes 
on Non-Cash Working Capitalee.c 5: ee en ae 2 7 (2) 
$ 125 $203), $121 
These changes relate to the following activities: 
2001 2000 1999 
Operating" ACtVities.ta tees. edar ee riecct ecco ee eee eee $ 143 $ (243) $ (64) 
Binancin ACU VIUES:.c:.cc.cc. cccccvontetescossttruss cette nec rRee E - (2) (65) 
Investing Acti vitiess.. wciasckcteccvecuttecteacecteuactersseu teerene sta ete ee eee (18) 42 250 
$ 125 $ (203) $ 121 


rs 
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(c) Other cash flow information 


2001 2000 1999 
SSE DEST SET GV a 5 NE Soi pe Pr ety $ 106 $ 133 $ 97 
(LATTER ES TPES Se BET Mi Ot JA al I Dal $ 236 $ 140 


14. OPERATING SEGMENTS AND RELATED INFORMATION 


Nexen is involved in activities relating to Oil and Gas, the Syncrude Joint Venture and Chemicals in various 
geographic locations. 


The oil and gas activities involve exploration for and the development and production of crude oil, natural gas and 
related products around the world. Operations are generally managed on a country-by-country basis reflecting 
differences in the regulatory environments and risk factors associated with a country. Principal operations are located 
onshore in Yemen and Canada, and in the offshore waters of the United States Gulf of Mexico and Australia. Other 
operations are located primarily in Nigeria, Colombia, and Indonesia. Oil and gas activities also include the 
transportation and marketing of proprietary and third party crude oil and natural gas. 


The Syncrude Joint Venture activities involve the development and production of synthetic crude oil from oil sands in 
northern Alberta in Canada. 


The chemicals operation involves the manufacture, marketing and distribution of industrial chemicals, principally 
sodium chlorate, chlorine and caustic soda. Sodium chlorate is produced at five facilities located in Canada, one facility 
in the United States and one facility in Brazil. Chlorine and caustic soda are produced at chlor-alkali facilities in 
Canada and Brazil. 


The accounting policies of the operating segments are the same as those described in Note 1. Net income of operating 
segments excludes interest income, interest expense, unallocated corporate expenses and foreign exchange gains and 
losses. Identifiable assets are those used in the operations of the segments. 


Notes to the following tables: 


(a) Includes results of operations from sales of asphalt and related by-products in Canada. 

(vb) On December 31, 2000, Nexen acquired the remaining 50 per cent working interest in the Buffalo Field in Australia. 

() Includes results of operations from producing activities in Nigeria and Ecuador. See note (i) below. 

(d) Comprised of sales in Canada of $233 million, the United States of $66 million and Brazil of $42 million (2000 - Canada $228 
million, United. States $54 million and Brazil $23 million; 1999 - Canada $191 million and United States $49 million). In addition, 
the Canadian operations sell finished products to the United States operations at market prices less an amount for selling costs. 

(e) Sales and cost of sales associated with the purchase and sale of crude oil and natural gas are recorded on a net basis and included in 
marketing and other income in the Consolidated Statement of Income. 


2001 2000 1999 

SPA PERS ocd Saag ode oA ec cr OY $ 11,138 $ 8,180 $ 3,916 
Burchasestandalransportatlonimemescscsec.s ceretins sooreeccsreteeee eect ores eee 11.042 R139 3.888 
S2OG $ 48 $228 


(f) Includes exploration activities primarily in Nigeria, Indonesia and Colombia. 

(g) The provision for (recovery of) income taxes for foreign geographic operating locations is based on in-country taxes on foreign 
income. For oil and gas locations with no operating activities, the provision is based on the tax jurisdiction of the entity undertaking 
the activity. 

(h) Includes $44 million of future income tax assets in 2001 (2000 - $247 million). See Note 12. 

() On April 18, 2000, Nexen exchanged its oil and gas operations in Ecuador for Occidental’s 15 per cent interest in the Company’s 
chemicals operation. The exchange was valued at $55 million. Results of operations from producing activities in Ecuador and 
Occidental’s minority interest in chemicals have been included to April 18, 2000. “s 

() Sales made in Canada from all segments were $1,182 million (2000 - $1,218 million; 1999 - $698 million) and property, plant and 
equipment located in Canada was $2,709 million at December 31, 2001 (2000 - $2,472 million; 1999 - $2,274 million). 
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2001 Operating and Geographic Segments 


NetSales' ie. coiscrsicventvtssceseesesns 
Gain on Disposition of Assets.. 
Marketing and Other Income... 
TotaliRevenueSieecc..scee-soeo es 
Operating and Othet.................. 
General and Administrative ...... 
Depreciation, Depletion and 
ATMOTUIZATIONY ccecesceecesteavetesences 
Explorationeen:.ccsese eres 
Interest) Nets ie eecra-..tascere ees 
Income (Loss) Before Income 


Provision for (Recovery of) 
INCOME ML AKES(G) erasers see 
Netiincomei(ioss) itzcctc cree 


Identifiable -ASsetSme-...se-c-rsce-e> 


Additions to Property, Plant and 
Equipment 
Development and Other 
EXPendituresiercssseervereteesenees 
Exploration Expenditures ....... 
Proved Property Acquisitions . 
Capital Additions.................... 


Property, Plant and Equipment 
Accumulated Depreciation, 


Depletion and Amortization... 
NetBook Valuieleece 


Goodwill 
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Syncrude Corporate 
Joint and Other 
Oil and Gas Venture Chemicals _Items (a) Total 
United Other 

Yemen Canada States Australia(b) | Countries(c) Marketing 
Se Giil SS CP SS Bee $ 141 $ 61 $ - $ 225 $341) $ 77 $ 2,561 
- - 1 3 - - - 1 5 
- 10 1 - 6 96(e) - 3 17 133 
711 657 360 144 67 96 225 344 95 2,699 
Ta 155 66 52 19 - 114 245 85 807 
3 DS) 8 1 21 23 1 18 36 136 
111 227 116 65 31 14 12 34 15 625 
25 44 101 13 82 (f) - - - - 265 
- - = - - - - - 112 112 
501 206 69 13 (86) 59 98 47 (153) 754 
185 90 27 5 (24) 26 32 16 (53) 304 
S$) ZIONS ee 1HG6 $ 42 SUES $ (62) $133 $ 66 Sel $ (100) $ 450 
Se SO MOB $ 880 $ 47 $ 179 $ 470 $ 399 $ 534 $ 173th) $5,325 
Sel SS oeeoOr $ 120 $ (4) Sao $ - $ 60 $ 73 $4]a0 Sae8il 
44 84 197 12 74 - - - - 411 
- 7 115 - - - - - 122 
a DPR) | Se 23 $ 432 Saues Sr 97 $ - $ 60 $ 73 $ 47 $ 1,404 
$1,839 $2,867 $1,636 $ 167 Sia $ .89 $ 487 $ 744 $ 137) Sose25n 
1,491 913 848 144 166 32 127 296 50 4,067 
$ 348 $1,954 $ 788 SiS $ 105 Sao $ 360 $ 448 $ 87 $4,170 
Pes ilar Hat Semi eo te: rotegallaens <0 Be aS on pe oe nr 
- = - - - 24 - - - 24 
$ - _ $ some - So $ - $736 $= $. ore $ = TO 


2000 Operating and Geographic Segments 


Syncrude Corporate 
Joint and Other 
Oil and Gas Venture Chemicals Items (a) Total 
United Other 
Yemen Canada States Australia(b) | Countries (c) Marketing 

INCE SaleSrenet eet tte Ss Te GO oh SEW) $ 167 $ 78 Sm $ 199 $305) $ 93 $ 2,674 
Gain on Disposition of Assets.. - 23 1 - 18(i) - - - - 42 
Marketing and Other Income.... 6 2 = - 1 48 (e) - a 25 89 
HU OFAIBREVENUCS ane. o.tee eee 758 723 383 167 97 48 199 312 118 2,805 
Operating and Other.................. 58 185) Sp) yi 22 - 98 216 96 707 
General and Administrative ...... 3 21 6 1 17 ip - 17 40 117 
Depreciation, Depletion and 

PAIMOTIIZ AION Ss. eee 90 233 139 86 40 13 12 40 14 667 
EE XPIOEAMOM ace ts eect eee: 14 40 60 23 36(f) - - - - 173 
JERUSICORST ES TINGS hac ee - - - - - - - - 132 132 
Income (Loss) Before Income 
WU AKCGiteeeeee cet nccrstictiee: cl eresa 593 294 1333 30 (18) 23 89 39 (164) 1,009 
Provision for (Recovery of) 

IM COME MP AXES (2) scc00s oecccscecesee 219 129 50 11 (5) 9 29 16 (51) 407 
INetiincome: (08S) ssccsstececersceres See 3A nr Siew 1 OS iene heeiayS $ 19 $ (13) $ 14 $ 60 $ 23 $(113) $ 602 
Identifiable Assets.............:.00000. $ 427 $1,956 $ 699 $ 91 $ 179 $1,015 $ 327 $ 506 $ 351(h) $5,551 
Additions to Property, Plant 
and 
Equipment 

Development and Other 8S 8 27 & sil $ - $ 9 $2 Sao7 $ 31 $ 25 $ 580 

EXPCUGIULES wessee teeters 

Exploration Expenditures ....... 15 65 143 19 58 - - - - 300 

Proved Property Acquisitions . - 28 4 3 - 2 2 2 35 

Capital Additions..............0.0.. Sel 130 RSar 3900 eS 228 $ 22 $ 67 Se Sm37 $ 31 SZ a SoS 
Property, Plant and Equipment 
COSER mete ne SyIPS95 2497S 1-249 $151 $ 245 $ 88 $ 429 $ 667 $ 89 $6,963 
Accumulated Depreciation, 

Depletion and Amortization.... 1,314 729 G23 90 126 25 118 261 37 3,423 
Net Book Value .................00002. $ 241 $1,768 $ 519 $ 61 $119 $ 63 $311 $ 406 $ 52__$ 3,540 
Goodwill 

GoStiesnesesncswareon $ ame § amwo$ - $ - See $ 60 $= $  - 3 Go SmOU) 

Accumulated Amortization... : : - - - 18 : : = 18 

Net Book Value ..........sees000 le: See ae $_- $__- $ 42 $_- Se = Sty 
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1999 Operating and Geographic Segments 


Syncrude Corporate 
Joint and Other 
Oil and Gas Venture Chemicals Items (a) Total 
United Other 
Yemen Canada States Australia Countries(c) Marketing 

INetSalesi.eecr ccna teres $ 499 $ 385 $ 203 $ - $ 70 ee $ 162 $240) $ 52 $1,611 
Gain on Disposition of Assets.. - 25 1 - - - - - 26 
Marketing and Other Income.... 4 8 1 - 3 28 (e) - 2} 11 YT 
MotallRevenuesmesteccee eee 503 418 205 - 73 28 162 242 63 1,694 
Operating and Other.................. 52 13 all - 24 - 74 177 43 534 
General and Administrative ...... 5 26 5 - 16 g 2 16 31 110 
Depreciation, Depletion and 

AmmOrtizationiressesersetesteces-es) 96 2AZ 120 - 44 12 12 29 9 534 
Exploration v.eeeees 11 23 31 15 56(f) - - - - 136 
InterestHNetirccsnscrscteeteees - - - - - . - - 106 106 
Income (Loss) Before Income 

Taxes. sci. eae eesten 339 44 (2) (15) (67) 7 74 20 (126) 274 
Provision for (Recovery of) 

Incomemlaxesy(g)eeeaeeesue ees 129 85 - (5) (18) 3 25 8 (53) 174 
INetiincomer;(Zoss) screenees $° 210" $41) § BC) F840): $ (49) $ 4 $ 49 $ 12 3S) (@3) $ 100 
IdentiiiablerAssetsweesneserer Sms oul, (Soup moo $ 120 $ 176 $ 313 $ 294 $ 449 $ 100 $ 4,105 
Additions to Property, Plant 
and 

Equipment 

Development and Other S @ 8 136 % Sil $ 96 $ 19 $ 3 $ 54 $ 18 Saas $ 458 

IeXpendituresmesse esate 

Exploration Expenditures ....... 6 32 37 19 52 - - - - 146 

Proved Property Acquisitions . - 2 6 - - - - - - 8 

Capital Additions.................. Sida eeS el eS ee OF $115 0 il SiS $ 54 $ 18 Sos $612 
Property, Plant and Equipment 
COSt Sitccni eee ern $1,405 $2,194 $1,062 $ 119 $ 261 $ 79 $ 410 $ 614 $ 62 $ 6,206 
Accumulated Depreciation, 

Depletion and Amortization..... 1,177 332 597 - 110 17 125 23) 22 2,831 
INCE BOOKAValUer sree eee $ 228 $1,642 $ 465 $ 119 $151 $ 62 $ 285 $ 383 $ 40 $ 3,375 
Goodwill 

COSURrcrerenstsoescccs nee eee $ = $ - §$ = foe $ - $ 47 $ - o $  - $ 47 
Accumulated Amortization..... - - - - - 13 - - - 13 
Net Book Value ..............000000 $ = - _$ : $s $ - $ 34 Ws $ - $s $ 34 
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15. DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES 


The Consolidated Financial Statements have been prepared in accordance with generally accepted accounting 
principles in Canada. Canadian Principles differ from US Principles as follows: 


(a) Consolidated Statement of Income 


2001 2000 1999 
Net Income as Reported in Accordance 
pateeeanadian Biineiples dine. £20. tert. estes ces, Leva alee Bee $ 450 $ 602 $ 100 
Impact of US Principles: 
Dividends. on, Preferred Securities (i)yjlvs.«evesu.-.se0ccscsssoseceeudecveaschocacs.. (70) (68) (65) 
Less: Associated Future Income Taxes ......ccccccccscccessesesececeeseees 31 31 28 
Accounting for Income Taxes (ii) 
DePKCCIANOM EE XPENSC coreius. czas Seved’ cat Peete woeee pecscvecben Sones oe (46) (43) (58) 
PUUMCMNCOMes BAK CS et ® rn le kl kel doce, oes ache towers foes ois Ate 58 
Net Income in Accordance with US Principles (iii) .....0.ccccccccsscccsseesesee. $ 365 $522 Sugt'63 
Earnings per Common Share in Accordance 
with US Principles 
Bi aN as BEF Scat x, Pace acon acon beekd .cxsaet sivas Rikwcedesooen $43.03 4.17 $_0.46 
OTL bee Ce pa $2.99 $4.12 $0.46 
(1) Anti-dilutive 
(b) Consolidated Statement of Comprehensive Income 
2001 2000 1999 
Net Income in Accordance with US Principles .....cc.c.cccscesssssseseeeseeeeees $ 365 $22 Sal 63 
Other Comprehensive Income, net of tax: 
Translation Adjustment on Net Investment (iV) ......c.ccccsecsessseseseeeeees 44 30 (34) 
Hed ceomNetinvesiment(imtet.:....kawrsae al donnie. cee (47) (30) 45 
Gomprehensivesdncome:s. 4)... aac dl cme wee a alt Dt 3 $ 362 $522 San 74 
(c) Consolidated Balance Sheet 
2001 2000 
Canadian US Canadian US 
Principles Principles Principles Principles 
Assets 
mecounts'Recetyables, Segal 8.0% won iu seet $ 609 $ 616 $ 1,080 $ 1,080 
Property, Plant and Equipment, Net..............0.0.0.. $i(43170 $ 4,424 $ 3,540 $ 3,840 
Deferred Charges and Other Assets ............0:000000 $ 28 $ 51 $ 28 $ Si 


Liabilities and Shareholders’ Equity 
Accounts Payable and Accrued Liabilities 1,190 


$ $ $ 
Lon Perl Debi 225, ONG Mas ernie) Lo, $ $ $ 1,523 
Future Income Tax Liabilities ...............00.ccecce $ 869 $°" 878 $ 1,072 
PrefemediSecuritics set cent ty 0Oe A ge nue $ $ - $724 
Retoinedibatmingsn oie tects ove oust alte. De $ $ Sf 323 
Cumulative Foreign Currency Translation 

PACStE Mt Peeper). ake. ets. 0 $ 94 $ - $ 63 
Accumulated Other Comprehensive Income........ $ - $ $ “ 


FAA ALF, 
— 
j=) 
Ne) 
So 


FAFA 
' 
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(d) Consolidated Statement of Cash Flows 


In accordance with US principles, dividends on preferred securities in the amount of $70 million (2000 - $68 million; 
1999 - $65 million) that are included in financing activities would be reported in operating activities. 


In accordance with US principles, geological and geophysical costs in the amount of $79 million (2000 - $74 million; 
1999 - $37 million) that are included in investing activities would be reported in operating activities. 


Notes: 


lil. 


In accordance with US principles, the preferred securities are classified as long-term debt rather than 
shareholders’ equity. Accordingly, the pre-tax dividends are included in interest expense and the related income 
tax is included in the provision for income taxes in the Consolidated Statement of Income. The related pre-tax 
issue costs are included in deferred charges and other assets and the foreign currency translation gains or losses 
are included in other comprehensive income in the Consolidated Balance Sheet. The pre-tax dividends are 
included in operating activities in the Consolidated Statement of Cash Flows. 


In accordance with US principles, the liability method of accounting for income taxes was adopted in 1993 
rather than January 1, 2000, as described in Note 12. Under US principles, the adjustment on initial adoption 
was included in property, plant and equipment rather than retained earnings. This results in increased 
depreciation expense under US principles. 


In accordance with US principles, shipping costs are classified as an operating expense on the income statement 
rather than as a deduction from revenue. For 2001, 2000 and 1999, shipping costs related to Nexen’s oil and gas 
operations are $30 million, $27 million and $26 million, respectively. 


In accordance with US principles, exchange gains and losses arising from the translation of the Company’s net 
investment in self-sustaining foreign operations and long-term monetary liabilities are included in 
comprehensive income which is added, net of tax, to net income in determining total comprehensive income. 
Additionally, translation on the Company’s US dollar long term debt is included in comprehensive income as it . 
has been designated as a hedge of the Company’s foreign net investment. Cumulative amounts are included in 
accumulated other comprehensive income in the Consolidated Balance Sheet. In accordance with Canadian 
principles, such amounts are included in the cumulative foreign currency translation adjustment in shareholders’ 
equity in the Consolidated Balance Sheet. 


On January 1, 2001, Nexen adopted Financial Accounting Standards Board Statement No. 133 “Accounting for 
Derivative Instruments and Hedging Activities”, as modified by Statement No. 138 “Accounting for Certain 
Derivative Instruments and Certain Hedging Activities’ (FAS 133). FAS 133 requires the Company to 
recognize all derivative instruments on the balance sheet as either an asset or a liability measured at fair value. 
Changes in the fair value of derivatives are recognized in earnings unless specific hedge criteria are met. For 
cash flow hedges, changes in the fair value of derivatives that are designated as hedges are recognized in 
earnings in the same period as the hedged item. Any fair value change in a derivative before that period is 
recognized on the balance sheet and in other comprehensive income. For fair value hedges, both the derivative 
instrument and the underlying commitment are recognized on the balance sheet at their fair value. Any changes 
in the fair value are reflected net in earnings. Included in both accounts receivable and accounts payable are $7 
million related to fair value hedges. The hedges convert fixed prices for physical delivery of natural gas into a 
floating price through a fixed to floating swap. The impact on earnings is immaterial. 
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(e) Additional Disclosure 


The Company provides stock-based compensation in the form of stock options to directors, officers and employees. At 
the time of grant, the exercise price is equal to the market price and, accordingly, no compensation expense is 
recognized under the Company’s accounting policies. Under US principles, a compensation cost is measured at the 
grant date in accordance with a fair value based method utilizing an option-pricing model. Companies electing not to 
recognize the compensation cost determined under the fair value based method must make pro forma disclosures of net 
income and net income per share as if that method of accounting had been applied. The following table provides pro 
forma measures of net income and net income per common share had Nexen applied the fair value based method in 
accordance with US principles: 


2001 2000 1999 
Net Income 
Fes NN ines Rare kN aE che, pate bs he acoder te tye sss ap iaves dyincde onsen $ 365 $5.22 $ 63 
RM NUI A i tars ti rt. race. ese rablcy « Miss ase tacecscdshsbsadneovesessats Savin nicacd cid $ 340 $ 508 $ 53 
Earnings Per Common Share 
tee INC NOES leech RE actu AAA macs, Barak Mest ean as ion pcan ig sesasdedes, $ 3.03 $ 4.17 $0.46 
LC ULDITS ve Sonceuepiy ect 9 ee $ 2.81 $ 4.07 $0.38 
LL CUES ONES 85 0X Tee calle a ne eo $ 2.99 $ 4.12 $0.46 
17S RESCIND $ 2.79 $ 4.01 $0.38 


(1) Anit-dilutive 


Stock options granted in 2001 had an estimated weighted-average fair value of $12.24 per option (2000 - $13.06 per 
option; 1999 - $9.12 per option). Each option permits the holder to purchase one common share of the Company at the 
stated exercise price. 


The estimated fair value of stock options issued was determined using the Black-Scholes model using the following 
weighted average assumptions: 


2001 2000 1999 
Risk bTce I Mlerese ate (MEF COME ucts. scd cece dea oassntesscoscaod-vevomeeuar etsceseved ek 5.8 6.6 
Estimated Hold Period Prior 1 Os Xercise (Years). .,.5+ccaeccfosnceosscnsnresoecoeadies 5 5 5 
Volatility in the Price of the Company’s Common Shares (per cent)............ 40 34 28 


(f) Recent Developments in US Accounting Standards 


In July 2001, the Financial Accounting Standards Board (FASB) issued Statement No. 141, “Business Combinations” 
(FAS 141) and Statement No. 142, “Goodwill and Other Intangible Assets” (FAS 142). FAS 141 requires the purchase 
method of accounting to be used for all business combinations initiated after June 30, 2001, and for all business 
combinations accounted for using the purchase method for which the date of acquisition is July 1, 2001, or later. FAS 
142 requires that goodwill and intangible assets with an indefinite useful life no longer be amortized, but instead tested 
for impairment at least annually. FAS 142 is effective for fiscal years beginning after December 15, 2001, except that 
goodwill and intangible assets acquired after June 30, 2001, will be subject immediately to the amortization and non- 
amortization provisions of the Statement. The adoption of FAS 141 has no impact on the Company’s financial 
statements. Nexen will adopt FAS 142 on January 1, 2002. Unamortized goodwill at the date of adoption is $36 
million, and amortization expense related to goodwill was $6 million in 2001 (2000-$5 million; 1999-$5 million). 
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In June 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement Obligations” (FAS 143). FAS 
143 requires liability recognition for retirement obligations associated with tangible long-lived assets. The obligations 
included within the scope of Statement 143 are those for which a company faces a legal obligation for settlement. The 
initial measurement of the asset retirement obligation is to be at fair value. The asset retirement cost equal to the fair 
value of the retirement obligation is to be capitalized as part of the cost of the related long-lived asset and amortized to 
expense over the useful life of the asset. FAS 143 is effective for all fiscal years beginning after June 15, 2002. The 
new standard will have an impact on the Company’s balance sheet but a minimal impact on earnings. The total 
impact on the Company’s financial statements has not yet been determined. 


In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets” (FAS 144) which supersedes both FASB Statement No. 121, “Accounting for the Impairment of Long-Lived 
Assets and for Long-Lived Assets to Be Disposed Of’ (FAS 121) and the accounting and reporting provisions of APB 
Opinion No. 30, “Reporting the Results of Operations-Reporting the Effects of Disposal of a Segment of a Business, 
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions” (Opinion 30). FAS 144 retains the 
fundamental provisions of FAS 121 for recognizing and measuring impairment losses on long-lived assets. FAS 144 
retains the basic provisions of Opinion 30 on how to present discontinued operations in the income statement but 
broadens that presentation to include a component of an entity rather than a segment of a business. FAS 144 is 
effective for all fiscal years beginning after December 15, 2001. Adoption of FAS 144 on January 1, 2002 will not 
have a material impact on the Company’s financial position or results of operations. 
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SUPPLEMENTARY FINANCIAL INFORMATION (Unaudited) 


Quarterly Financial Data in Accordance with Canadian and US GAAP 


Summarized quarterly financial data for 2001 and 2000 is as follows: 
(millions except per share data) 


Quarter Ended 
March 31 June 30 September 30 December 31 
2001 2000 2001 2000 2001 2000 2001 2000 
PNGERS ale Slee peccesara artes Sun tecesteserenestecsetss S$. 721 $ 581 $ 684 $ 630 $ 658 $ 720 $ 498 $ 743 
Operating Profit (Loss) 
Cs a ee nee $ 304 = $ 226 Siete S248 eee 52 | S305 sees 288) Ses 
Syncrude Joint Venture ?........ccsesseeeen 26 15 23 24 23 oy, 26 23 
Clieiiniieal Bie ta eectiecnee oton emer 6 16 (3) 13 17 14 11 (4) 
336 DSI] 314 285 192 344 65 287 
Interest and Other Corporate Items “.... 45 35 40 By! 33 40 35 Py, 
Income Tax Expense © ........cccscssseesssees 116 85 114 102 74 132 - 88 
Net Income in Accordance 
with Canadian GAAP... 175 137 160 146 85 172 30 147 
WISIGAAPRFAdiUStMeNts..........-<c000..60--0: (22) (22) (21) (21) (21) (22) (21) (15) 
Net Income in Accordance 
RTE SGA Pre teemescesettececeescsictac secs Smells Sas $ 139 BS IS $ 64 $ 150 See Sle2 
Per Common Share: 
Net Income 
(@anadianiGAAD) sees. seteccescsseee: $ 1.38 $ 0.92 Sile25 Sele, $ 0.62 $ 1.36 SION Omame bal mls 
Net Income 
(UWSIGAA BR) eerie asics cattiscecscagtecsinscsesseieet  l2y $ 0.83 $ 1.15 $ 1.02 $ 0.53 $ 1.26 $ 0.08 $1.09 


Dividends Declared ©? $0075. $0075. $0075 —$)01075 80075. ~$ 010751 2S 0075” $0075 


Common Share Prices: 


The Toronto Stock Exchange 


LS OTe ce seeraveccteeteoncerssennte ott ectasocteetore oct $ 39.90 $ 34.50 $ 40.65 $ 44.65 $41.50 $45.20 $ 35.21 $ 41.90 
OW ieee cece nen ne coe ae aca Secon esas $ 31.00 $ 26.40 $ 32.40 S200) SARTO  SsZisy7s) $ 29.51 $ 33.30 
New York and American Stock 
Exchanges” 
ETc DCUS G) eerste meet tere meena SET. $ 23.69 $ 26.61 $30.00 $26.12 $ 29.88 $ 22.39 $ 27.56 
EOWA US Pyerenrtrry mee ccteeeeenenres $ 20.69 $ 18.19 $ 20.60 S22 00m SaL95 $ 24.56 $ 18.73 $ 23.06 
Notes: 


(1) 


(2) 
(3) 


(4) 
(5) 


(6) 


(7) 


A gain of $18 million was recorded on the disposition of the Company’s oil and gas properties in Ecuador during the second quarter 
of 2000. A gain of $22 million was recorded on the disposition of Canadian assets during the third quarter of 2000. 

Plant turnarounds occurred in the first and fourth quarters in 2000. 

The fourth quarter of 2000 includes non-recurring charges of $16 million related to name change, lease termination and system 
conversion costs. 

The fourth quarter of 2001 includes a statutory tax rate adjustment for provincial rate reductions in Canada. 

In February 2002, the Board of Directors declared a regular quarterly dividend of $0.075 per common share, payable April 1, 2002, to 
shareholders of record on March 8, 2002. 

Effective November 14, 2000, the Company’s common shares commenced trading on the New York Stock Exchange and ceased 


trading on the American Stock Exchange. 
At December 31, 2001, there were 1,375 registered holders of common shares and 121,202,444 common shares outstanding. 
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Oil and Gas Producing Activities 


The following oil and gas information is provided in accordance with the United States Financial Accounting 
Standards Board Statement No. 69 “Disclosures about Oil and Gas Producing Activities”. 


A. Reserve Quantity Information (FAS 69 Reserves — Constant Price, Net) 


Conventional crude oil and natural gas reserve estimates are determined through analysis of geological and engineering 
data, which has demonstrated with reasonable certainty that they are recoverable from known oil and gas fields under 
economic and operating conditions at December 31 of each year. The calculation of reserves for synthetic crude oil for 
the Syncrude Joint Venture is based on Nexen’s participating interest. 


Reserves set forth are Nexen’s net reserves and are derived from estimates prepared or audited by independent 
engineers. Oil reserves are in millions of barrels and natural gas reserves in billions of cubic feet. 


Other 
Total Yemen Canada United States Australia Countries ”) 
Synthetic 

Oil Gas Crude Oil Oil Oil Gas Oil Gas Oil Oil 
Proved Developed and 
Undeveloped Reserves: 
Decembers lp G9 Se weeeece vee 294 638 170 113 144 470 18 168 5 14 
Revisions of Previous Estimates...... 6 37 24 (2) 4 27 2 10 3 (1) 
Purchases of Reserves in Place........ 3 2 - - 2 - 1 2 - - 
Sales of Reserves in Place.............. (2) (59) - - (2) (59) - - - - 
Extensions and Discoveries............ 29 81 - 12 16 67 1 14 - - 
Production®....c terete ee (39) (85) (6) (19) (14) (50) (3) (35) - (3) 
December Siw l99 Oar ecestaeeeeete 291 614 188 104 150 455 19 159 8 10 
Revisions of Previous Estimates...... 26 39 - 20 6 18 1 2 (1) - 
Purchases of Reserves in Place....... 7 3 - - 5 - - 3 - 
Sales of Reserves In Place.............. (5) (1) - - (1) (1) - . - (4) 
Extensions and Discoveries............. 26 101 19 2, pp 86 2 15 - - 
Productionz ce eee (45) (83) (4) (19) (16) (49) (4) (34) (4) (2) 
December312 O00 kemamtecrereetece 300 673 203 107 166 509 18 164 5 4 
Revisions of Previous Estimates...... 1 - - iT, (14) (1) 2 1 1 5 
Purchases of Reserves in Place........ 2 64 - - w 3 - 61 - 
Sales of Reserves in Place.............. - (2) - - - (2) - - - - 
Extensions and Discoveries............ 53 146 34 17 21 91 11 55 - 4 
Productiong:: oe ee (47) (90) (6) (20) (18) (54) (3) (36) (4) (2) 
Decembernsil2 00 ieee seer eee 309 791 231 111 157 546 28 245 2 11 
Proved Developed Reserves: 
December SileO9 9 ee eee PLT 535 171 dS U7/ 395 i) 140 8 10 
Decembernsilee2000 be ae eee 223 613 183 Ta. 120 463 ila) 150 5 4 
December sile2 00 erent eee 223 676 PA 70 126 505 18 171 2 7 
Notes: 


(1) Under the terms of the Masila production sharing contract, production is divided into cost recovery oil and profit oil. Cost recovery 
oil provides for the recovery of all costs funded by Nexen and its partners (the “Partners”). Remaining production is profit oil which is 
shared between the Partners and the Government of Yemen based on production rates, with the Partners’ share ranging from 20% to 
33%. 


In response to recently published guidance from the United States Securities and Exchange Commission regarding the reporting of 
reserves under production sharing contracts, Nexen has changed its method of reporting reserve quantities in this table. Nexen now 
reports reserves based on its share of future cost recovery and profit oil. Reported quantities include reserves relating to income taxes 
payable in Yemen. Under this methodology, reported reserves will increase as oil prices decrease (and vice-versa) since the barrels 
necessary to achieve cost recovery fluctuate with prevailing oil prices. Previously, Nexen reported its 52% working interest in the 
gross reserves. 


This change in reporting has no impact on the gross reserves for the Masila Project, net asset value, discounted future net cash 
flows, or past or future financial results. 


(2) Represents reserves in Nigeria, Ecuador and Colombia. 
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B. Capitalized Costs (millions) 


December 31, 2001 


Accumulated 

Depreciation, 
Proved Unproved Depletion and Capitalized 
Properties Properties Amortization Costs 
$1,808 Sot $ 1,491 $ 348 
2,750 117 913 1,954 
S22 114 848 788 
167 - 144 23 
267 4 166 105 
487 - 127 360 
$ 7,001 $ 266 $ 3,689 $ 3,578 
$ 1,544 So sit $ 1,314 $ 241 
2,344 153 729 1,768 
1,154 88 723 Sle 
151 - 90 61 
184 61 126 119 
429 - 118 311 
$ 5,806 $ 313 $ 3,100 $ 3,019 
$ 1,392 + 13 $ 1,177 $ 228 
2,026 168 552 1,642 
976 86 597 465 
112 7 - 119 
208 53 110 151 
364 46 125 285 
$ 5,078 $373 $ 2,561 $ 2,890 


Bs) 


C. Costs Incurred (millions) 


Total Oil and Gas 
Oil and Syncrude United Other 
Gas Joint Venture Yemen Canada States Australia Countries 
Year Ended December 31, 2001 
Property Acquisition Costs 
PROVEd eee a oe ce on ee ee ee SS Mlee $ - Seed $ 115 Se $ = 
Ui proved tc. fave sees cece scene teces i; - 19 - 18 - - 
Exploration! COStsenner.ccseraenereeseeeeeee 374 - DS 84 179 12 74 
Development Costsesee ee ee 691 60 185 367 120 (4) DS 
$ 1,224 $ 60 $229 $ 458 $ 432 $ 8 Seo 
Year Ended December 31, 2000 
Property Acquisition Costs 
PTOVed ead seen Mn er ene ete Ss 25 $ ee Se ees Sara Sais $ - 
Wnprovediens..ceiccct newt tee eaeeeoneoens 39 - - - 31 - 8 
Exploration @ostsmnatencen cee receee 261 - tI) 65 112 19 50 
DevelopmentiCostSpensnceseeseeee cers 485 oi 98 297 81 = 9 
$ 820 au Suites) Sw $ 228 S22 Sue Od, 
Year Ended December 31, 1999 
Property Acquisition Costs 
Proved ere eR eee ree $ 8 Saas: SS 8 ¢ Sau $ = 
Wmproved acci8. ec. tsstedt a sesehossennscaesons 6 - - 2 4 - - 
Explorationi@oststaeces cet neeere 140 - 6 30 33 19 37) 
DevelopmentiG@ostsear erences 370 54 68 136 51 96 19 
$ 524 $ 54 $ 74 $ 170 $ 94 Syals Al 


D. Results of Operations for Producing Activities (millions) 


Total Oil and Gas 
Oil and Syncrude United Other 
Gas Joint Venture Yemen Canada States Australia Countries 
Year Ended December 31, 2001 
INGE; Sales tr. cesccrnecar ree $ 1,918 $ 225 $711 $ 647 $ 358 $ 141 S «Ol 
Rroductioni@ostseememennne nce 363 114 WS 155 66 52 19 
Explorations Expense iresstcecscesceeserseesce 265 - 25 44 101 le 82 
Depreciation, Depletion, 
andvAtHOonthZatlOnenmemerc nectar st 550 12 111 227 116 65 Sil 
Oihec Expenses: (Income) pees eee Sil 1 8 15 6 (2) 15 
703 98 501 206 69 13 (86) 
Income Tax Provision (Recovery)......... 283 32 185 90 Di 5) (24) 
Resultsiofi@Operationsiceeceanseecester $ 420 $ 66 SB SS NG $ 42 Sao. $ (62) 
Year Ended December 31, 2000 
INGti Sales retreta.. sotate seh aseeeere ees $ 2,077 $ 199 $752 $ 698 $ 382 $ 167 Sas 
ProductioniCostsinnmernnnee meee: 297 98 58 135 55 aif 22 
Ex plorationue ApCnSer crease eases WAI} - 14 40 60 23 36 
Depreciation, Depletion 
andrAmortizationbeesmpecece ears 588 12 90 DENS) 139 86 40 
OthemExpenses) (Income) seesncesas ses (3) - (3) (4) 5 1 (2) 
1,022 89 593 294 123 30 (18) 
Income Tax Provision (Recovery) ......... 404 29 219 129 50 11 (5) 
Resultsiog Operatlonspaeee teers $ 618 $ 60 Soe) Sle $ 73 $) 19 Sols) 
Year Ended December 31,1999 
INGE S alesis: cect eee ae ee eee $ 1,157 $ 162 $499 $ 385 $ 203 $ - Sa 0 
RroducttoniCostsmeeeanes ctr 240 74 52 113 al - 24 
ExplorationvBxpenseiire crc: recsesccevscecneess 136 - 11 23 31 INS) 56 
Depreciation, Depletion 
ANGLATNOLEZAUON eaten ccersanceste ree 472 12 96 DO 120 - 44 
OthegEsxpensesi (income) pce. seeee ees 10 2 1 (7) 3 - 13 
299 74 339 44 (2) (15) (67) 
Income Tax Provision (Recovery)......... 191 25 129 85 - (5) (18) 
ResultsOM@peratiOus pecs eestesnn er $ 108 $ 49 $ 210 $ (41) $ (2) $ (10) $ (49) 
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E. Standardized Measure of Discounted Future Net Cash Flows and Changes Therein 


For purposes of the following disclosures, estimates were made of quantities of proved reserves and the periods during 
which they are expected to be produced. Future cash flows were computed by applying year-end prices to Nexen’s 
share of estimated annual future production from proved conventional oil and gas reserves (excluding synthetic crude 
oil), net of royalties. Future development and production costs were computed by estimating costs, based on year-end 
prices, to be incurred in producing and further developing the proved reserves. Future income taxes were computed by 
applying, generally, year-end statutory tax rates, after application of existing deductions carried forward, tax credits 
and allowances, to the estimated pre-tax future net cash flows. The discount was computed by application of a 10 per 
cent discount factor. The calculations assume the continuation of existing economic, operating and contractual 
conditions. However, such arbitrary assumptions have not proven to be the case in the past. Other assumptions of 
equal validity could give rise to substantially different results. 


Management believes that this information does not in any way reflect the current economic value of the oil and gas 
producing properties or the present value of estimated future cash flows since no economic value is attributed to 
probable and possible reserves, the use of a 10 per cent discount rate is arbitrary, and prices change constantly from 
year-end levels. 


United Other 
Total Yemen Canada States Australia Countries 
(millions) 
December 31, 2001 
Uture Cashwint Ow Scsisse coset ee. eaae oe $ 10,337 $ 3,068 $ 5,034 $ 1,880 $ 64 $ 291 
Future Production and Development Costs. 4,123 880 1,943 1,000 64 236 
Utne NCOMey Lax. te cee eee resr ee evans 1,520 661 1! 96 - 12 
utire Net CashiHlOWS mene tia stecercent: 4,694 1,527 2,340 784 - 43 
LOZEMDISCOUNE BaCtOLi...-.:..-.s.:05--a eater 1,607 385 1,004 202 q - 16 
Standardized Measure... .:-csrccicicecessccestriees $ 3,087 $ 1,142 $ 1,336 $ 582 $ =! sae 
December 31, 2000 
Buture Cash ntlOows.esccsvoeer cee $ 15,173 ee ey) $ 8,113 $ 3,166 $ 220 $ 122 
Future Production and Development Costs. 3,574 741 2,103 550 1M 68 
BUEUTENINCOMes LAX aseeseccs scar aes ceecsteeeansce 3,783 897 2,093 760 18 15 
Buture iNet Gash Flows ssss--cee. eestor sects 7,816 1,914 3,917 1,856 90 39 
HO Tom IS COUNT ACLOR sccscnccrcaesteercscseeetees 2,825 507 1,835 474 : 4 5 
Standardized Measures. rssccsstncirerstuere $ 4,991 $ 1,407 $ 2,082 $ 1,382 $ 86 $ 34 
December 31, 1999 
InuGUne @ashilnhlowSeeceaccree sree sesce ese coer ss $ 11,026 $ 3,512 $ 5,686 $ 1,234 $ 289 $ 305 
Future Production and Development Costs. 2,956 580 1,769 445 65 97 
RU IRE INCOME Paxcrerveecc te ceeeceee eee cseer 2,441 954 _ ik 123 14 31 
eueUreINet @ashee low sree reseeeneeeteeeseee 5,629 1,978 2,598 666 210 Lai 
LO Zoe DIscOUN ER ACt OL tes... .-.ct.-s-sccnces-nsteees> nl 823 543 _ 1,090 148 12 35 
Standardized! Measuie.ccmetnreeer ee _$ 3,801 $ 1,435 _$ 1,508 $ 518 $ 198 $ 142 


Changes in the Standardized Measure of Discounted Future Net Cash Flows 


The following are the principal sources of change in the standardized measure of discounted future net cash flows: 


2001 2000 1999 
(millions) 

ESOS NET AOL VCC Te PR Me ea cee RN ee ERS Lda ace ys cnn Bast Sen asare eaenae ere opisy beat $ 4,991 $ 3,801 $ 1,641 
Sales and Transfers of Oil and Gas Produced, Net of Production Costs ........::ccesccesseeseeeseeeees (2,012) (1,425) (607) 
Changes in Estimated Future Development Costs ..............scsscsccsssessescenrceseeceesseeeneesscntsesenees (382) (141) (180) 
Net Changes in Prices and Production Costs Related to Future Production ........:::sseeseseeeees (2,871) 255 2122 
Extensions, Discoveries and Improved Recovery, Less Related Costs .......::ccseeseeceseeseseeseesees 691 536 708 
Development Costs Incurred during the Period which Reduced Future Development Costs .. 443 482 SS 
Revisions of Previous Quantity Estimates ............:csscesesssessssssesseseeseeneeeenssessessssessessssseeeeerents (33) 670 673 
FN CCRC ORO ISCOUL MMe eter eerie eee orces eatcaa cay tank couena cee rbecabadevetssscosesnsansenacecsscarsaerwatcneseia 736 534 209 
UTCHASES\OR RESELV ESN PLAC C Mee ier cercscure. ives seeeecckac cds ces nce rete nor ce=ncosncesesnosssecseatscennecnstcrennasess 161 119 42 
SALESTORIRESC AES UNIIN Es aC arene eRe ea ne rt cea aca ee er sue /asut¥i aenea pap aaceanneceen nena (1) (47) (53) 
INet@han se intincome! Vaxes ier cseecccceciereeceeraecese scree seeetsn-scncsvesesn-sereshecetaerenesezassnasvonsenssrewene' __ 1,364 (793) (1,129) 
BELO RY. Ca ieee eee een nee tenner shcpu ek soniswoecssascssncesiarsnnecthscneqsnevonnensvanarsa= $_3,087 $ 4,991 $ 3,801 
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ITEM 9. 


CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON 


ACCOUNTING AND FINANCIAL DISCLOSURE 


None. 


PART III 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 


DIRECTORS OF THE REGISTRANT 


The Articles of the Company provide that there shall not be fewer than three nor more than 15 directors. The Directors, 
as provided in the Company’s By-Laws, have determined that, effective September 1, 2001, there shall be ten directors 


until changed. 


All of the directors were elected at the last annual general meeting with the exception of S. Barry Jackson, who was 
appointed to the Board of Directors on September 1, 2001. All of the directors are management nominees for election 
to the Board of Directors for 2002. The By-Laws provide that directors shall be elected annually and shall hold office 
until their successors have been duly elected at the next annual general meeting of the shareholders. The table indicates 
the principal occupation or employment of the directors during the past five years, and major positions and offices with 
the Company or its affiliates and any other directorships held by them in public companies at January 31, 2002. 


Name and Age 


Charles W. Fischer (52) 


Dennis G. Flanagan (62) 


David A. Hentschel (68) 


Principal Occupation 
and Other Directorships 


President and Chief Executive Officer 
of the Company. Formerly Executive 
Vice President and Chief Operating 
Officer and, prior to that, Senior Vice 
President, Exploration and Production, 
North America. 


Retired Oil Executive and Corporate 
Director. Formerly Executive 
Chairman of ELAN Energy Inc. 
Director of NAL Royalty Trust and 
Maverick Tube Inc. 


Retired Chairman and Chief Executive 
Officer of Occidental Oil and Gas 
Corporation and former President and 
Chief Executive Officer of the 
Corporation. 
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Positions and Offices 
with the Company 


President and Chief Executive 
Officer. 


Chairman of the Reserves Review 
Committee and Member of the 
Audit and Conduct Review, 
Finance and Corporate 
Governance and Nominating 
Committees. 


Chairman of the Audit and 
Conduct Review Committee and 
Member of the Human Resources, 
Reserves Review and Safety, 
Environment and Social 
Responsibility Committees. 


Director 
Since 


2000 


2000 


1985 


Name and Age 


S. Barry Jackson (49) 


Kevin J. Jenkins (45) 


Francis M. Saville, Q.C. (63) 


Richard M. Thomson (68) 


John M. Willson (62) 


Gordon R. Wittman (71) 


Principal Occupation 
and Other Directorships 


Retired Oil Executive and Corporate 
Director. Formerly President and CEO 
of Crestar Energy Inc. Director of 
Westcoast Energy Inc. 


President and Chief Executive Officer 
and a Director of The Westaim 
Corporation. Formerly President and 
Chief Executive Officer and a Director 
of Canadian Airlines Corporation. 


Vice Chairman and Senior Partner of 
Fraser Milner Casgrain LLP, Barristers 
and Solicitors. Director of Mullen 
Transportation Inc. 


Retired Chairman and Chief Executive 
Officer of the Toronto-Dominion 
Bank. Director of the Toronto- 
Dominion Bank, Prudential Financial 
Inc., INCO Limited, The Thomson 
Corporation, TrizecHahn Corporation, 
Canada Pension Plan Investment 
Board, Ontario Power Generation Inc., 
S.C. Johnson & Son Inc. and Stuart 
Energy Systems Inc. 


Former Chairman of the World Gold 
Council. Retired President and Chief 
Executive Officer of Placer Dome Inc. 
Formerly President and Chief 
Executive Officer of Pegasus Gold Inc. 
Director of Finning International Inc. 


Retired President, Chief Operating 
Officer and a Director of Dupont 
Canada Inc. 
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Positions and Offices 
with the Company 


Member of the Audit and 
Conduct Review, Human 
Resources, Reserves Review 
and Safety, Environment and 
Social Responsibility 
Committees. 


Chairman of the Finance 
Committee and Member of the 
Corporate Governance and 
Nominating, Human Resources 
and Safety, Environment and 
Social Responsibility 
Committees. 


Chairman of the Corporate 
Governance and Nominating 
Committee and Member of the 
Finance, Reserves Review and 
Safety, Environment and Social 
Responsibility Committees. 


Chairman of the Board and 
Member of the Audit and 
Conduct Review, Corporate 
Governance and Nominating, 
Finance and Human Resources 
Committees. 


Chairman of the Human 
Resources Committee and 
Member of the Finance, 
Reserves Review and Safety, 
Environment and Social 
Responsibility Committees. 


Chairman of the Safety, 
Environment and Social 
Responsibility Committee and 
Member of the Audit and 
Conduct Review, Corporate 
Governance and Nominating 
and Human Resources 
Committees. 


Director 
Since 


2001 


1996 


1994 


1997, 


1996 


1994 


Principal Occupation Positions and Offices Director 


Name and Age and Other Directorships with the Company Since 
Victor J. Zaleschuk (58) Retired President and Chief Executive | Member of the Audit and 1997 
Officer of the Company. Formerly Conduct Review, Corporate 
Senior Vice President, Finance and Governance and Nominating, 
Chief Financial Officer of the Finance and Reserves Review 
Company. Director of Cameco Committees. 
Corporation. 


Committees of the Board 


The Audit and Conduct Review Committee assists the Board on its oversight responsibilities for the annual and 
interim financial statements to be provided to shareholders and regulatory bodies; the system of internal controls that 
management has established; and the internal and external audit process. The Committee also provides an avenue for 
communication with internal audit, the independent auditors, financial and senior management and the Board. The 
Committee has a clear understanding with the independent auditors that they must maintain an open and transparent 
relationship with the Committee, and that the ultimate accountability of the independent auditors is to the shareholders, 
through the Board and the Committee. The Committee makes regular reports to the Board concerning its activities. The 
Committee is composed of D.A. Hentschel, Chairman, D.G. Flanagan, $.B. Jackson, R.M. Thomson, G.R. Wittman and 
V.J. Zaleschuk. The Committee held five meetings in 2001. 


The Corporate Governance and Nominating Committee develops and implements a system for the corporate 
governance of the Company. The Committee reviews and recommends changes to the corporate governance system; 
assesses and makes recommendations as to the size, composition, operation and effectiveness of the Board and the 
number, composition, mandate and effectiveness of Board Committees. The Committee also establishes a procedure to 
review the performance and contribution of individual directors; identifies, assesses and makes recommendations as to 
candidates for election to the Board and Board Committees; develops and implements an orientation program for new 
directors; and authorizes individual directors to engage outside advisors. The Committee is composed of F.M. Saville, 
Q.C., Chairman, D.G. Flanagan, K.J. Jenkins, R.M. Thomson, G.R. Wittman and V.J. Zaleschuk. The Committee held 
five meetings in 2001. 


The Finance Committee advises the Board on financial matters and has such further duties and responsibilities as are 
delegated to it from time to time by the Board. The Committee is composed of K.J. Jenkins, Chairman, D.G. Flanagan, 
F.M. Saville, Q.C., R.M. Thomson, J.M. Willson and V.J. Zaleschuk. The Committee held five meetings in 2001. 


The Human Resources Committee (previously named the Compensation Committee) makes recommendations as to 
the salaries, bonuses and other compensation to be paid to directors, officers and employees of the Company. The 
Committee is composed of J.M. Willson, Chairman, D.G. Flanagan, D.A. Hentschel, S.B. Jackson, K.J. Jenkins, R.M. 
Thomson and G.R. Wittman. The Committee held five meetings in 2001. 


The Reserves Review Committee assesses and advises the Board of Directors with respect to the Company’s internal 
procedures to evaluate and establish reported oil and gas reserves. The Committee also engages and receives the 
reports of independent evaluators. The Committee is composed of D.G. Flanagan, Chairman, D.A. Hentschel, S.B. 
Jackson, F.M. Saville, Q.C., J.M. Willson and V.J. Zaleschuk. The Committee held three meetings in 2001. 


The Safety, Environment and Social Responsibility Committee (previously named the Environment, Health and 
Safety Committee) reviews the status of compliance with laws relating to the environment, health and safety. The 
Committee oversees and reviews the Company's handling of environment, health and safety concerns and matters 
related to social responsibility. The Committee is composed of G.R. Wittman, Chairman, D.A. Hentschel, S.B. 
Jackson, K.J. Jenkins, F.M. Saville, Q.C., and J.M. Willson. The Committee held three meetings in 2001. 


During 2001, there were nine meetings and one resolution in writing of the Board of Directors. 
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Compensation of Directors 


Effective January 1, 2000, all directors who are not employees of the Company are paid an annual retainer of $28,100 
and a meeting fee of $1,800 for each Board meeting attended. The Chairman of the Board is paid an annual retainer of 
$108,000. All directors who are not employees of the Company are paid an annual retainer of $9,100 for service on 
each committee and a meeting fee of $1,800 for each committee meeting attended. An additional annual retainer of 
$5,300 is paid to the chairman of each committee. 


In December 2001, all directors who were not employees of the Company were granted 6,500 stock options, with the 
exception of the Chairman of the Board, who was granted 9,800 stock options. The exercise price of the options was 
$31.17 and the options expire December 10, 2006. 


Certain Business Relationships 


Mr. Francis M. Saville, Q.C., a director, is a senior partner of Fraser Milner Casgrain LLP, Barristers and Solicitors, 
Calgary, Alberta. This law firm has rendered legal services to the Company during each of the last five years. 


Mr. Richard M. Thomson, a director, is a director of the Toronto-Dominion Bank. This bank participates as agent and 
a lender in the Company’s unsecured term credit facilities. 


EXECUTIVE OFFICERS OF THE REGISTRANT 


Executive 
Name Positions with the Company Age Officer Since 
Charles W. Fischer President and Chief Executive Officer and a Director 52 1994 
Marvin F.Romanow _ Executive Vice President and Chief Financial Officer 46 1997 
Laurence Murphy Senior Vice President, International Oil and Gas ay 1998 
John B. McWilliams Senior Vice President, General Counsel and Secretary 54 1987 
Douglas B. Otten Senior Vice President, United States Oil and Gas 59 1990 
Thomas A. Sugalski Senior Vice President, Chemicals 58 1988 
Roger D. Thomas Senior Vice President, Canadian Oil and Gas 49 1998 
Nancy F. Foster Vice President, Human Resources and Corporate Services 42 2000 
Gary H. Nieuwenburg Vice President, Corporate Planning and Business Development 43 2001 
Kevin J. Reinhart Treasurer 43 1994 
Una M. Power Controller and Director, Risk Management Si 1998 


The term of office of each executive officer is determined by the Board of Directors. 


Both John B. McWilliams and Thomas A. Sugalski have held the same executive positions with the Company for more 
than the past five years. 


Mr. Fischer was appointed President and Chief Executive Officer effective June 1, 2001. Previously he was Executive 
Vice President and Chief Operating Officer and prior to that he was Senior Vice President, Exploration and 
Production, North America. 
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Mr. Romanow was appointed Executive Vice President and Chief Financial Officer effective June 1, 2001. Prior to 
that he was appointed Senior Vice President, Finance effective February 19, 1999 and Chief Financial Officer effective 
February 27, 1998. Previously he was Vice President, Finance. Prior to that he was Vice President, Production and 
Exploration of Wascana Energy Inc. 


Mr. Murphy was appointed Senior Vice President, International Oil and Gas effective January 1, 1999. Previously he 
was Vice President, International and prior to that he was President and General Manager of Yemen Operations. 


Mr. Otten was appointed Senior Vice President, United States Oil and Gas effective May 12, 1998. Previously he was 
a Senior Vice President of the Company. Prior to that he was President of Nexen Petroleum USA. Inc. (previously 
known as CXY Energy Inc.), a subsidiary, which position he continues to concurrently hold. 


Mr. Thomas was appointed Senior Vice President, Canadian Oil and Gas effective February 19, 1999. Previously he 
was a Vice President of the Company, and continues to hold the position of President and Chief Executive Officer of 
Nexen Canada Ltd. to which he was appointed effective January 1, 1998. Prior to that he was Division Vice President, 
Corporate Planning. Prior to August 1996, he was Division Vice President, Oil and Gas Marketing. 


Ms. Foster was appointed Vice President, Human Resources and Corporate Services effective July 11, 2000. 
Previously she was Vice President, Finance with the Company’s Canadian Oil & Gas Division. Prior to that she was 
General Manager, Human Resources, and preceding that she was Corporate Manager. 


Mr. Nieuwenburg was appointed Vice President, Corporate Planning and Business Development effective February 16, 
2001. Previously he was Vice President, Exploration and Production with the Company’s Canadian Oil and Gas 
Division. Prior to that he was Vice President, Exploration and Production Technology in the Canadian Oil and Gas 
Division. Preceding that, he was General Manager, Heavy Oil Business Unit of Nexen Canada Ltd. 


Mr. Reinhart was appointed Treasurer effective October 20, 1998. Previously he was Controller. 


Ms. Power was appointed Controller and Director, Risk Management effective December 1, 1998. Previously she was 
Manager, Investor Relations. Prior to that she was Manager, Financial Reporting. 
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ITEM 11. EXECUTIVE COMPENSATION 


The following table provides a summary of the compensation earned during each of the last three fiscal years by the 
Chief Executive Officer, the other four most highly compensated executive officers and the former president and chief 
executive officer who retired in 2001. Specific aspects of this compensation are dealt with in further detail in the 
subsequent table. 


SUMMARY COMPENSATION TABLE 


Annual Compensation Long-Term Compensation 


Year Salary Bonus” 
($) ($) 


2001 540,667 400,000 
2000 430,000 700,000° 
1999 400,000 50,000 


Name and Principal Other Annual Securities Restricted All Other 
Position Compensation Underlying Shares or Compensation 
Options Restricted 


Granted Share Units 


Charles W. Fischer 
President and Chief 
Executive Officer 


105,000 
70,000 


32,440” 
25,800” 
24,000” 


Marvin F. Romanow 2001 376,333 225,000 60,000 DDO? 
Executive Vice President 2000 322,500 570,000° 19,350” 
and Chief Financial 1999 288,750 23,700 17,325” 


Officer 


27,407°/79,874” 
10,985°/56,648 
11,596°/52,969 


2001 
2000 
1999 


Douglas B. Otten 
Senior Vice President 
United States Oil and Gas 


456,783 
422,372 
402,625 


405,685 
218,854 
37,440 


Thomas A. Sugalski 2001 422,908 232,240 25,000 25,374°/76,059° 
Senior Vice President, 2000 390,547 194,870 35,000 15,290°/49,306° 
Chemicals 1999 369,930 34,468 14,263°7/50,796° 


Laurence Murphy 2001 329,250 180,000 19,758" 
Senior Vice President, 2000 311,250 162,000 18,675" 
International Oil and Gas 1999 300,000 Qe 33 18,000” 


Victor J. Zaleschuk (7) 2001 272,917 625,000 16,378" 

Former President and Chief 2000 600,000 1,100,000 100,000 36,012" 
(3) 

Executive Officer - 1999 525,000 100,000 100,000 SHot2 


Notes: 


(1) Bonuses with respect to a year are determined based on performance in the year and are paid to the employee in the following year. Bonuses are 
paid pursuant to the Incentive Compensation Plan. The bonuses indicated were the payments made in the year shown. 

(2) Includes a special bonus of $600,000 for Mr. Zaleschuk and $400,000 for each of Mr. Fischer and Mr. Romanow in recognition of the successful 
share repurchase transaction with Occidental Petroleum Corporation. 

(3) Contributions to Employee Savings Plan. 

(4) The Company contributed to a Qualified Defined Contribution Plan and a Restoration Plan with Nexen Petroleum USA. Inc. for Mr. Otten. Mr. 
Otten is not a member of the Nexen Inc. Pension Plan. 

(5) Represents a special settlement payment with regard to termination from Occidental Petroleum Corporation Non-Qualified Executive Benefit 
Plans. 

(6) The Company contributed to the Occidental Petroleum Corporation Senior Executive Supplemental Retirement Plan during 1999 and 2000 for 
Mr. Sugalski and to the Nexen Chemicals USA Inc. Restoration Plan in 2001. Mr. Sugalski is not a member of the Nexen Inc. Pension Plan. 

(7) Mr. Zaleschuk was President and Chief Executive Officer of the Company for five months during 2001, until his retirement on June 1“. 
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Stock Options 


Under the terms of our Stock Option Plan, the Board of Directors on the recommendation of the Human Resources 
Committee may grant stock options to directors, officers and employees of the Company. No consideration is received 
by the Company at the time of the granting of stock options. Under the Plan, the option exercise price is the market 
price of the common shares of the Company on the Toronto Stock Exchange for Canadian based employees or the New 
York Stock Exchange for US based employees, at the time of the grant of the option. Pursuant to the Stock Option 
Plan, the Board of Directors has the discretion to determine the term of each option, subject to a maximum of ten years, 
and the vesting schedule for each option. In respect to all options granted prior to December 31, 2000, each option 
granted has a term of ten years and each option grant vests as to 20% of the grant after six months, and then 20% on the 
anniversary of the grant in each of the next four years. In February 2001, the Human Resources Committee approved 
an amendment to the Stock Option Plan which states that each option granted has a term of five years and each option 
grant vests as to one third of the grant on the anniversary of the grant in each of the next three years. The Chief 
Executive Officer has the power to alter vesting and exercise periods under certain circumstances. Following 
occurrence of a change of control event (as defined in the Stock Option Plan), all issued but unvested options will 
generally become vested. 


The following table sets out the options to purchase common shares of the Company granted to each of the named 
executive officers during the fiscal year ended December 31, 2001. 


OPTION GRANTS DURING THE MOST RECENTLY COMPLETED YEAR 


Name Securities Underlying % of Total Exercise or Base Market Value of Expiration Date 
Options Granted Options/Stock Price Securities Underlying 
Appreciation Rights Options on the Date of 
Granted to (S/Security) Grant ($/Security) 
Employees in 
Financial Year 


(a) 
Charles W. Fischer 75,000 4 3 4 December 10, 2006 


30,000 = . May 1, 2006 


Marvin F. Romanow 50,000 December 10, 2006 


10,000 3 May 1, 2006 


arate | 
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The following table shows the number of common shares acquired on exercise of options in 2001, the aggregate value 
realized on exercise of those options (calculated as market price at the time of exercise minus the exercise price). the 
number of unexercised options at year-end and the value of unexercised in-the-money options at year-end. 


AGGREGATED OPTION EXERCISES 
DURING THE MOST RECENTLY COMPLETED FINANCIAL YEAR 
AND FINANCIAL YEAR-END OPTION VALUES 


Name Securities Acquired on Unexercised Options ai Valve of Unexercised in- 
Exercise Financial Year End the-Money-Options ai 
Financial Year End 


(=) (=) (S$) 


Exercisable/ Unexercisable Exercisable/ Unexercisable 


(d) 
254.400/193.000 12) | 
) 
107.000/118.000 564.160/167.790 | 


Charles W. Fisher 


194.800/142.500 691,184/462_ 230 


Victor J. Zaleschuk 135,200 2.433.072 


Defined Benefit or Actuarial Plans 


All named executive officers (excluding Messrs. Sugalski and Otten) are members of the Company's defined benefit 
pension plan and of the executive benefit plan. Participants in the defined benefit pension plan must contribute three 
per cent of their regular gross earnings, to an allowable maximum, to the pension plan. Under the defined benefit plan. 
each retiring employee receives a benefit equal to 1.7 per cent of his or her average earnings for the 36 highest paid 
consecutive months during the 10 years preceding retirement, multiplied by the number of years of credited service. 
The pension plan is integrated with the Canada Pension Plan so as to provide a maximum offset of one-half of the 
benefit thereunder. Pension benefits earned after December 31, 1992 will be indexed at an amount equal to the greater 
of 75% of the increase in the Canadian Consumer Price Index less one per cent to a maximum of five per cent, and 
25% of the increase in the Canadian Consumer Price Index. Benefits earned prior to January 1, 1993 will be indexed 
on an ad hoc basis. The executive benefit plan provides supplemental benefits to the extent that benefits under the 
pension plan are limited by statutory guidelines. The Company contributed $3.2 million to the defined benefit pension 
plan in 2001. © 


The following table shows the estimated annual pension that would be received by an executive officer who retired at 
December 31, 2001, at the normal retirement age, including the benefits from both the defined benefit pension plan and 
executive benefit plan, assuming that the amount shown in the remuneration table was equal to the executive's final 
average salary for purposes of the pension plan. The normal form of benefit paid from this plan is joint life and 66 
2/3% to the surviving spouse. 


Messrs. Fischer and Romanow and Murphy have 17.58, 14.50 and 15.67 years of credited service, respectively. Mr. 
Zaleschuk retired on June 1, 2001 and is receiving a pension from the defined benefit pension plan and the executive 
benefit plan. He continues to be a Director of the Company. 


PENSION PLAN TABLE 


oe 
$300,000 $24,836 $49,671 


$173,850 


25 
$99,343 $124,179 $149,014 


hrmtast hua ise ae 2 eer 


In calculating an executive’s average earnings for purposes of the plan, earnings include the executive’s stated salary 
and the lesser of the eligible base cash incentive bonus or the actual bonus paid. 


Employee Savings Plan 


All regular employees are eligible to participate in an employee savings plan. Employees may contribute each month 
through payroll deductions any percentage of their regular earnings to purchase common shares of the Company and/or 
mutual fund units. The Company will match the employee contributions to a maximum of 6% of regular earnings and 
the extent of the matching is based on the investment option selected and the employee’s length of participation in the 
plan. The full amount of the employer’s contribution is invested in common shares and is fully vested immediately. 
Employee and employer contributions may be allocated to registered or non-registered accounts. The employer 
contributions made on behalf of the executive officers named are included in the Summary Compensation Table. 


Change of Control Agreements 


Effective October, 1999, as amended effective December, 2000 and amended and restated December, 2001, Nexen Inc. 
entered into change of control agreements with Messrs. Fischer, Romanow, Otten, Sugalski, Murphy and other key 
executives of the Company. These agreements recognize that the mentioned individuals are essential officers and 
employees of the Company, critical to its ongoing business. The agreements further recognize the need for retention, 
protection from employment interruption owing to a change in control and treatment of the executives in a manner that 
is fair, equitable and consistent with standards in the industry. 


In the event of a change in control resulting in termination of employment, the mentioned individuals will be entitled to 
receive salary and benefits for a specified severance period following termination. For Messrs. Fischer and Romanow, 
the severance period is 36 months. For Messrs. Otten, Sugalski and Murphy, the severance period is 30 months. In 
addition, Messrs. Fischer and Romanow may terminate their employment on a voluntary basis following a change of 
control with severance periods of 36 and 30 months, respectively. 
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A “change of control” includes, for the purposes of these agreements, any acquisition of common shares or other 
securities carrying the right to cast more than 35% of the votes attaching to all common shares and in general any 
event, transaction or arrangement which results in any person or group of persons acting jointly or in concert exercising 
effective control of the Corporation. 


Directors and Officers Liability Insurance 


The Company maintains a directors’ and officers’ liability insurance policy for the benefit of its directors and officers. 
The policy provides coverage for costs incurred in defending and settling claims brought against its directors and 
officers to an annual limit of US $125 million with a US $1 million deductible per occurrence. 


REPORT OF THE HUMAN RESOURCES COMMITTEE 


The Committee administers the Company’s Incentive Compensation Plan, Stock Option Plan and Pension Plan and 
reviews and approves executive management's recommendations of the annual salaries, bonuses and stock option grants. 
The Committee consists of outside directors who report to the Board of Directors which in turn gives final approval to 
compensation matters. David A. Hentschel, a member of the Human Resources Committee, was formerly President and 
Chief Executive Officer of the Company. 


The Company retains the services of various independent compensation consulting firms to conduct surveys that have 
enabled the Company to compare its executive compensation practices to those of other companies. The Committee 
identifies as the Company's peer group for executive compensation purposes primarily major Canadian oil and gas and 
where relevant chemical companies. 


Compensation for the President and CEO is determined on the basis of an assessment of competitive rates within the 
market based on a survey of CEO compensation in our market. The position has been compared among eight similar 
organizations within the Oil and Gas sector. Total cash compensation (base salary plus incentive bonus) is well within the 
range of the comparator group. 


Annual salary increases as well as annual incentive bonus payments are based on the Chief Executive Officer's 
performance against key objectives as determined and measured by the Board of Directors. The following are among the 
key criteria used in the assessment of the performance of the CEO: 


Overall Corporate/Financial Performance 
Achievement of Strategic Objectives 
Progress on Long Term Objectives 

Team Building and Succession Planning 
Visionary Leadership. 


Policies of the Committee 


Under the direction of the Committee, the Company is committed to the fundamental principles of pay for performance, 
improved shareholder returns and external competitiveness in the design, development and administration of its 
compensation programs. 


The Committee believes maximizing shareholder return should be the most important measure of success. At the 
operational level, this translates primarily into net income, cash flow and net asset value growth. At the corporate 
headquarters level, this results from successful implementation of necessary strategic change. To attain these goals, the 
Committee recognizes the need to attract and retain a stable and focused leadership with the capability to manage the 
operations, finances and assets of the Company. As appropriate, the Committee recognizes and rewards exceptional 
individual contributions with highly competitive compensation. The Company's executive compensation program has three 
components: salary, annual cash incentives and long-term incentives. 
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Base Salaries and Annual Cash Incentives 


In connection with determining base salaries, the Company maintains an administrative framework of job levels into which 
positions are assigned based on internal comparability and external market data. Because of the Company’s lean 
organizational structure and growth in the international arena, the Committee’s goal is to provide total cash compensation, 
for its top performing employees, that generally falls between the 50" and the 75” percentile in comparison with the 
Company’s peers but which also recognizes the differentials from such peers. 


Annual cash incentive awards are given pursuant to an Incentive Compensation Plan, approved by the Board of Directors. 
The total amount of cash available for annual incentive awards is determined by the Committee by evaluating a 
combination of financial and non-financial criteria, including net income, operating cash flow and achievement of specific 
strategic goals outlined in a balanced scorecard. The use of net income and cash flow as primary indicators is consistent 
with the metrics commonly used in our industry. The qualitative assessment of the balanced scorecard performance 
indicators provides a comprehensive evaluation in addition to the primary metrics and accounts for one third of the overall 
performance assessment. Individual target award levels increase in relation to job responsibilities so that the ratio of at-risk 
versus fixed compensation is greater for higher levels of management. Individual awards are intended to reflect a 
combination of overall Company, personal and business unit performance, along with market competitiveness. 


The annual incentive plan will be subject to review in 2002 to ensure the plan continues to attract, motivate, reward and 
retain the high performers and high potentials needed to achieve the Corporation’s business objectives, while reflecting 
long term fiscal responsibility to the Company’s Shareholders. 


Stock and Long-Term Incentives 


The Board of Directors believes that every employee should have a stake in the future of the Corporation and that their 
interest should be aligned with the interest of the Company’s shareholders. To this end, the Company’s matching 
contributions to its employee savings plans are made in the Company’s common shares. In addition, the Committee selects 
those directors, officers and employees whose decisions and actions can most directly impact business results to participate 
in the Stock Option Plan and the Stock Appreciation Rights Plan. 


A Stock Appreciation Rights Plan was introduced in 2001 providing participating directors, officers and employees a 
contractual right to the appreciation in the value of Company shares over time subject to a three year vesting period and a 
five year term. Typically granted to employees at or below mid-level department managers, these rights are also used to 
create a long-term incentive to increase shareholder value without the use of a stock option. 


Under the Plans, directors, officers and employees who participate are eligible to receive stock options or stock 
appreciation rights that have been granted subject to a three-year vesting period, with a five-year term, to create a long-term 
incentive to increase shareholder value. Awards of stock options and stock appreciation rights are supplementary to the 
cash Incentive Bonus Plan and are intended to increase the pay-at-risk component for senior management. 


In determining the pool of stock options available for distribution, careful consideration of market information on stock 


options and in-depth analysis of the impact of the program on shareholders was conducted. The focus in 2001 was 
increasingly on differentiating awards based on performance, potential and retention risk. 
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The Corporation maintains share ownership guidelines for executive officers as a way of aligning executive and 
shareholder interests. The Chief Executive Officer, Chief Financial Officer and other Officers are expected to own shares 
representing three, two and one times annual base salary, respectively. 


Submitted on behalf of the Human Resources Committee: 


Mr. John M. Willson, Chairman 
Mr. David A. Hentschel 

Mr. S. Barry Jackson 

Mr. Kevin J. Jenkins 

Mr. Richard M. Thomson 

Mr. Gordon R. Wittman 


Share Performance Table 


The following table shows changes in the past five year period, ending December 31, 2001, in the value of $100 
invested in the common shares of the Company, the TSE 300 Composite Index and the TSE Oil and Gas and TSE Oil 
and Gas Producers Sub-Indexes. The common shares of the Company are included in the TSE 300 Composite Index, 
the TSE Oil and Gas Sub-Index and the TSE Oil and Gas Producers Sub-Index. 


1996 1997 1998 1999 2000 2001 
SSG (Ce entre ne ee roe 100.00 148.12 1375 133.87, 175.19 148.50 
TSE Oil and Gas Producers..........000..0 100.00 89.54 62.31 76.34 111.82 115.61 
RSE Oilrand Gas o.00 Set ratcacsoecs 100.00 —-103.58 72.66 92.46 136.13 145.67 
@SE 300 Composite Index. S00............ 100.00 ~—:114.98 113.16 149.04 160.08 139.96 


Assuming an investment of $100 and the reinvestment of dividends. 


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND 
MANAGEMENT 


Security Ownership of Certain Beneficial Owners and Change in Control 


No person or group is known to beneficially own (as deemed by SEC Regulations) more than five per cent of the 
Company’s voting securities except those listed in the table below. Based upon information known to the Company, 
the following table sets forth the beneficial ownership of each such person or group in the voting securities of the 
Company at December 31, 2001. 


Name and Address Number of Shares Per Cent 
Title of Class of Beneficial Owner Beneficially Owned of Class 
Common Shares Ontario Teachers’ Pension Plan Board ‘” 21,400,000 ‘Nghe! 
Common Shares Jarislowsky Fraser Limited (2) 14,160,760 Whey 
Common Shares McLean Budden Ltd. ®? 10,821,916 8.9 


Notes: 

(1) The address of Ontario Teachers’ Pension Plan Board is 5650 Yonge Street, Toronto, Ontario, M2M 4HS5. 

(2) The address of Jarislowsky Fraser Limited is 1010 Sherbrooke Street West, Suite 2005, Montreal, Quebec, H3A 2R7. 

(3) The address of McLean Budden Ltd. is 145 King Street West, Suite 2525, Toronto, Ontario, M5H 1J8. 

(4) Beneficial owners holding greater than 5% of the outstanding shares of the Company are derived from public sources. There may exist Beneficial 
owners who hold more than 5% of the Company’s common shares who are not subject to 13-D and 13-G filing requirements. 
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Security Ownership of Management 


The following table sets forth the beneficial ownership at January 31, 2002, of the Company’s common shares (such 
shares being the only class of voting securities of the Company) by each of the Company’s directors, certain of its 
executive officers, and by all of its directors and executive officers as a group: 


Amount and Nature Per Cent 
Name of Beneficial Owner of Beneficial Ownership of Class 
COW" Escher) teens MeN 18,605"? ¥ 
DYG Plana pati sore. coce cesar cteecnan ce 3,001 ‘. 
DA. Hentschel ...c.c:cecsecesceeoseore 5,546°) & 
S-Bié JaCKSOm. aagteh essen tee 3,000 ey 
Kod sen kittS coe co oe tee 3,001 is 
BMaSavillesO:Ce tase caer 3,151°) 
RUM a Thotisonmeaiepe: {ccnp 13,001° : 
§ MEWillsony URyi deen Bee aes 3,001” . 
G.Re Wiemann Ae oh ls 3,001 ; 
Wile Zaleschuke Ar eee (an? * 
L Murch ee eee 20,969 2 
D-Be Otten seta nee 26,5440) 
MLE JROMANOW wae Saree ccs. 14,623" . 
Ti Ars Sucalskiaeapeys ok een 2,609") 
All directors and executive officers as a group (20 persons) 167,880"? ; 
* less than 1% 
Notes: 


(1) Excludes 262,400 exercisable stock options. 
(2) Excludes 6,000 exercisable stock options. 
(3) Excludes 12,000 exercisable stock options. 
(4) Excludes 12,000 exercisable stock options. 
(5) Excludes 12,000 exercisable stock options. 
(6) Excludes 18,000 exercisable stock options. 
(7) Excludes 12,000 exercisable stock options. 
(8) Excludes 12,000 exercisable stock options. 
(9) Excludes 210,800 exercisable stock options. 
(10) Excludes 103,000 exercisable stock options. 
(11) Excludes 149,800 exercisable stock options. 
(12) Excludes 112,000 exercisable stock options. 
(13) Excludes 148,000 exercisable stock options. 
(14) Excludes 1,386,500 exercisable stock options held by all directors and executive officers as a group. 
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


Transactions with Management and Others 


None 


Certain Business Relationships 


See Item 10 - Directors and Executive Officers of the Registrant. 


Indebtedness of Management 


None. 


9] 


PART IV 
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 
Financial Statements and Schedules 


Reference is made to the Index to Financial Statements and Related Information under Item 8 of this report where these 
documents are listed. 


Schedules and separate financial statements of subsidiaries are omitted for the reason that they are not required or are 
not applicable, or the required information is shown in the Consolidated Financial Statements or notes thereto. 


Exhibits 


Exhibits filed as part of this report are listed below. Certain exhibits have been previously filed with the Commission 
and are incorporated herein by reference. Instruments defining the rights of holders of debt securities that do not 
exceed 10 per cent of the Company’s consolidated assets have not been included. A copy of such instruments will be 
furnished to the Commission upon request. 


3.2 By-Law No. 14 of the Registrant enacted February 19, 1980, being a by-law relating generally to the transaction 
of the business and affairs of the Registrant (filed as Exhibit 2 to Form 10-K for the year ended December 31, 
1980, filed by the Registrant). 


she) By-Law No. 15 of the Registrant enacted November 3, 1983, being a by-law empowering the Board of 
Directors to designate the Chief Executive Officer (filed as Exhibit 3.3 to Form 10-K for the year ended 
December 31, 1983, filed by the Registrant). 


3.4 By-Law No. 16 of the Registrant enacted February 23, 1993, being a by-law empowering the Board to appoint 
the President and Chief Executive Officer to the Board of Directors (filed as Exhibit 3.4 to Form 10-K for the 
year ended December 31, 1993, filed by the Registrant). 


3.5 Restated Certificate of Incorporation of the Registrant dated June 5, 1995, and Restated Articles of 
Incorporation (filed as Exhibit 3.5 to Form 10-K for the year ended December 31, 1995, filed by the Registrant). 


3.6 Certificate of Amendment of the Articles of the Registrant dated May 9, 1996 (filed as Exhibit 3.6 to Form 10- 
K for the year ended December 31, 1996, filed by the Registrant). 


BN, Certificate of Amendment and Articles of Amendment of the Registrant dated November 2, 2000, with respect 
to the name change to Nexen Inc. (filed as Exhibit 3.7 to Form 10-K for the year ended December 31, 2000, 
filed by the Registrant). 


4.23 Indenture dated October 30, 1998, between the Registrant and IBJ Schroder Bank & Trust Company pertaining 
to the issuance of US $259 million, 9.75 per cent junior subordinated debentures (“preferred securities”) due 
October 30, 2047, (filed as Exhibit 4.23 to Form 10-Q for the quarterly period ended March 31, 1999, filed by 
the Registrant). 


4.24 Prospectus dated October 27, 1998, pertaining to US $259 million, 9.75 per cent preferred securities due 
October 30, 2047, (filed as Exhibit 4.24 to Form 10-Q for the quarterly period ended March 31, 1999, filed by 
the Registrant). 


4.25 Indenture dated February 9, 1999, between the Registrant and IBJ Whitehall Bank & Trust Company pertaining 


to the issuance of US $218 million, 9.375 per cent preferred securities due March 31, 2048, (filed as Exhibit 
4.25 to Form 10-Q for the quarterly period ended March 31, 1999, filed by the Registrant). 


92 


4.26 


4.27 


4.28 


4.29 


4.32 


4.33 


4.34 


4.35 


4.36 


4.37 


10.17 


10.18 


10.30 


10.36 


Prospectus dated February 4, 1999, pertaining to US $218 million, 9.375 per cent preferred securities due 
March 31, 2048, (filed as Exhibit 4.26 to Form 10-Q for the quarterly period ended March 31, 1999, filed by the 
Registrant). 


Shareholder Rights Plan Agreement and Associated Press Release (filed as Exhibit 4.27 to Form 10-Q for the 
quarterly period ended June 30, 1999, filed by the Registrant). 


Shareholder Rights Plan Agreement dated August 6, 1999, between the Registrant and CIBC Mellon Trust 
Company, as Rights Agent, which includes the Form of Rights Certificate as Exhibit A (filed as Exhibit 4.28 to 
Form 8-A dated August 16, 1999, filed by the Registrant). 


Acquisition Agreement between the Registrant, Occidental Petroleum Corporation and Ontario Teachers’ 
Pension Plan Board, dated March 1, 2000, (filed as Exhibit 4.29 to Form 10-K for the year ended December 31, 
1999, filed by the Registrant). 


Amended and Restated Loan Agreement of December 29, 1988, between the Registrant, the Toronto Dominion 
Bank, as Agent, and the Lenders, dated November 17, 2000, amending the amount of the facility to $400 
million and providing for various conforming covenant amendments to the Loan Agreement dated April 14, 
1997, (as restated) thereto (filed as Exhibit 4.32 to Form 10-K for the year ended December 31, 2000, filed by 
the Registrant). 


Restated Loan Agreement of April 14, 1997, between the Registrant, Toronto Dominion Bank, as Agent, and 
the Lenders dated October 16, 2000, reducing the amount of the facility to $975 million and splitting the loan 
into 364 day (40%) and six year term (60%) portions, and other various amendments thereto (filed as Exhibit 
4.33 to Form 10-K for the year ended December 31, 2000, filed by the Registrant). 

Short Form Shelf Prospectus dated May 17, 2001, pertaining to $500 million debt securities. 

Short Form Shelf Prospectus dated May 17, 2001, pertaining to US $500 million debt securities. 


First Amending Agreement to the October 16, 2000 Restated Loan Agreement of April 14, 1997, between the 
Registrant, the Toronto Dominion Banks, as Agent, and the Lenders, dated July 31, 2001. 


First Amending Agreement to the November 17, 2000 Amended and Restated Loan Agreement of December 
29, 1988, between the Registrant, the Toronto Dominion Bank, as Agent, and the Lenders, dated August 1, 
2001. 


Indemnity Agreements between the Registrant and certain of its Directors and Officers (filed as Exhibit 10.17 to 
Form 10-K for the year ended December 31 1992, filed by the Registrant). 


Indemnity Agreements between the Registrant and certain of its Directors and Officers (filed as Exhibit 10.18 to 
Form 10-K for the year ended December 31, 1993, filed by the Registrant). 


Indemnity Agreements between the Registrant and certain of its Directors and Officers (filed as Exhibit 10.30 to 
Form 10-K for the year ended December 31, 1994, filed by the Registrant). 


Secondment & Consulting Agreement effective November 1, 1998, between the Registrant and Wesley M. 
Densmore (filed as Exhibit 10.37 to Form 10-Q for the quarterly period ended September 30, 1999, filed by the 
Registrant). 

Indemnity Agreements between the Registrant and certain of its Directors and Officers. 


Amended and Restated Change of Control Agreements with Executive Officers dated during December, 2001. 


Statement regarding the Computation of Per Share Earnings for the three years ended December 31, 2001. 
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21 Subsidiaries of the Registrant. 


23 Consent of Independent Chartered Accountants. 


Reports on Form 8-K 


During the fourth quarter of 2001, Nexen did not file a Current Report on Form 8-K. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on February 15, 2002. 


NEXEN INC. 


By: “Charles W. Fischer’ 
Charles W. Fischer 
President, Chief Executive Officer 
and Director (Principal Executive 
Officer) 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities indicated on February 15, 2002. 


“Dennis G. Flanagan” “Charles W. Fischer” 
Dennis G. Flanagan, Director Charles W. Fischer 


President, Chief Executive Officer 
and Director (Principal Executive Officer) 


“Kevin J. Jenkins” “Marvin F. Romanow”’ 

Kevin J. Jenkins, Director Marvin F. Romanow 
Executive Vice-President, and Chief Financial 
Officer (Principal Financial Officer) 


“David A. Hentschel” “Una M. Power” 

David A. Hentschel, Director Una M. Power 
Controller and Director, Risk Management 
(Principal Accounting Officer) 


“S. Barry Jackson” “John B. McWilliams” 

S. Barry Jackson, Director John B. McWilliams 
Senior Vice-President, General Counsel 
and Secretary 


“Francis M. Saville” 
Francis M. Saville, Director 


“Richard M. Thomson” 
Richard M. Thomson, Director 


“John M. Willson” 
John M. Willson, Director 


“Gordon R. Wittman” 
Gordon R. Wittman, Director 


“Victor J. Zaleschuk”’ 
Victor J. Zaleschuk, Director 
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HISTORICAL REVIEW  unaucitea) 


(amounts in millions except as noted) 


Highlights 


Net Sales 
Cash Flow from Operations 

Per Common Share (*) 
Net Income (Loss) 

Per Common Share (*) 
Capital Expenditures 
Acquisitions 
Dispositions 


Operations 


Production (2) 
Crude Oil and NGLs (mbbis/d) 
Natural Gas (mmef/d) 
Total (mboe/d) (3) 

Proved Reserves (2) 
Crude Oil and NGLs (mmbbls) 
Natural Gas (bcf) 
Total (mmboe) (9) 

F&D Costs — Annual ($ per boe) 


F&D Costs — 3-Year Average ($ per boe) 
Reserve Replacement Costs ($ per boe) 


Reserve Replacement (%) 


Financial Position 


Working Capital 


Property, Plant and Equipment, Net 


Total Assets 

Net Debt (4) 
Long-Term Debt 
Shareholders’ Equity 


Shares and Dividends 


Common Shares Outstanding (millions) 
Number of Common Shareholders 
Closing Common Share Price (TSE) 
Dividends Declared per Common Share 


Notes: 


(1) Per share data is reported after dividends on preferred securities. 


nnonnnnnnn wn 


2001 


$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 


2000 


1999 


lnnwnerenen ww 


1998 


1997 


1,681 
865 
6.34 
di39 
1.02 
905 
1,680 
471 


187 
388 
251 


543 

1,034 

TNS) 

$ 6.62 
$ 6.70 
$ 6.13 
382 


24 
3,771 
4,547 
2,143 
2,167 
1,250 


nip eas Ney eae Rete neze 


136.6 
1,266 
$ S230 
0.30 


PF 


(2) Production and reserves are Nexen’s working interest share before royalties. Reserves are calculated using forecasted price assumptions. 
(3) Natural gas is converted at 6 mcf per equivalent barrel of oil. 
(4) Net Debt is defined as long-term debt less working capital. 
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HISTORICAL REVIEW unaudited) 


1997 
Cash Flow from Operations“ (millions of dollars) 
Oil and Gas 
Yemen $ 455 
Canada 246 
United States 176 
Australia = 
North Sea 56 
Other Countries = 
Marketing 42. 
Syncrude Joint Venture 62 
1,007 
Chemicals 87 
ae eee 1,094 
Interest and Other Corporate Items (107) 
Income Taxes (122) 
$ 865 
Oil and Gas Cash Netback (2) ($ per boe) 
Producing Assets 
Yemen $ 12.59 
Canada $ 8.56 
United States $ 16.37 
Australia $ - 
Syncrude Joint Venture $ Ala AS) 
Company-Wide Oil and Gas $ 10.37 


Notes: 

(1) Defined as cash generated from operating activities before changes in non-cash working capital. 

(2) Defined as average sales price less royalties and other and operating costs. Calculation details can be found in the Statistical Supplement on our 
web site. Please visit www.nexeninc.com under “Investor Relations”. 
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HISTORICAL REVIEW Unaudited) 


Production Before Royalties 


Crude Oil and NGLs (mbbis/d) 
Yemen 
Canada 
United States 
Australia 
Other Countries 
Synthetic Crude Oil 


Natural Gas (mmcf/d) 
Canada 
United States 
North Sea 


Total Gross Production (mboe/d) 


Production After Royalties 


Crude Oil and NGLs (mbbls/d) 
Yemen 
Canada 
United States 
Australia 
Other Countries 
Synthetic Crude Oil 


Natural Gas (mmcf/d) 
Canada 
United States 
North Sea 


Total Net Production (mboe/d) 


Chemicals Production (thousand short tons) 


Sodium Chlorate 
Chlor-alkali 


Average Sales Price 


Crude Oil and NGLs ($ per bbl) 
WTI (US $) 
Yemen 
Canada 
United States 
Australia 
Other Countries 
Synthetic Crude Oil 
Natural Gas ($ per mcf) 
Canada 
United States 
North Sea 


NEXEN INC 


1998 1997 

104.7 98.6 
59.2 55.6 
iomt dei 
4.4 4.6 
45.2 15.0 
195.6 | 186.5 
174 161 161 271 255 
121 143 1% 115 95 
- - - 34 38 
295 274 278 420 388 
268 256 239 266 251 
55.5 50.7 51.9 64.6 53.2 
48.3 44.0 39.1 47.8 | 52.7 
8.3 9.3 8.6 10:4 11.0 
9.6 12.0 ~ - - 
5.3 5.4 8.4 3.8 2.8 
15.5 12.1 15.8 13.4 11.2 
142.5 133.5 123.8 139.7 130.9 
147 135 137 231 232 
99 92 95 95 79 
- - - 34 | 38 
| 4 | a7 163 200 189 
399 383 
340 352 
14.43 | $ 20.61 
16.92 25.60 
12.29 18.25 
19.03 27.32 
15.23 16.10 
20.77 28.19 
194) $ 181 
3.25 3.73 

5.72 
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HISTORICAL REVIEW Unaudited) 


PROVED AND PROBABLE RESERVE RECONCILIATION (BEFORE ROYALTIES) (2) 


Other 
United States Australia | Countries 


(oil in millions of barrels, 
natural gas in billions of cubic feet) | mmboe 


Proved Reserves 


December 31, 2000 813 21 200 3) 
Revisions of Previous 

Estimates (4) 2 3 4 
Purchases of Reserves 

in Place 16 all 74 - 
Sales of Reserves in Place (1) - - - 
Extensions and Discoveries 23 12 Byl 5 
Production (4) (44) (2) 


(108) 


Probable Reserves 


December 31, 2000 
Revisions of Previous 
Estimates 


Extensions and Discoveries Ze 
Production - 


Purchases of Reserves 
in Place 
Sales of Reserves in Place 


December 31, 2001 27 
Proved and Probable 
Reserves 
December 31, 2000 9 
Revisions of Previous 

Estimates 5 
Purchases of Reserves 

in Place = 
Sales of Reserves in Place - 
Extensions and Discoveries 27 
Production (2) 
Notes: 
(1) The crude oil and natural gas prices used to determine reserve quantities were based on a mix of independent consulting firms’ price forecasts. 

West Texas Intermediate Edmonton Par U.S. Spot Gas Canadian Spot Gas 
US $/bbI Cdn $/bbl US $/mef Cdn $/mef 
@ Cushing, OK @ Edmonton, AB @ Henry Hub, LA @ AECO AB 

2002 22.00 32.92 3.00 3.79 

2003 23.00 34.46 3.29 4.21 

2004 23.00 34.46 3.29 4.21 

2005 23.25 34.85 S32 4.26 

2006 24.00 36.00 3.43 4.42 

2007 24.50 36.77 3.50 4.52 

2008 25.00 37.54 B57 4.63 


Crude oil and natural gas prices are escalated by 1.5% thereafter. 
(2) Probable reserves are unrisked. 
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CORPORATE INFORMATION 


OFFICERS 


RICHARD M. THOMSON 
Chairman of the Board 


CHARLES W. FISCHER 
President and Chief Executive Officer 


MARVIN F. ROMANOW 
Executive Vice President and 
Chief Financial Officer 


JOHN B. MCWILLIAMS 
Senior Vice President, General Counsel 
and Secretary 


LAURENCE MURPHY 
Senior Vice President, International Oil and Gas 


DOUGLAS B. OTTEN 
Senior Vice President, United States Oil and Gas 


THOMAS A. SUGALSKI ’ 
Senior Vice President, Chemicals 


DIRECTORS 


CHARLES W. FISCHER 
President and Chief Executive Officer 
of Nexen Inc. 


DENNIS G. FLANAGAN 
Retired Executive Chairman of 
ELAN Energy Inc. 


DAVID A. HENTSCHEL 
Retired Chairman and Chief Executive Officer 
of Occidental Oil and Gas Corporation 


S. BARRY JACKSON 
Retired President and Chief Executive Officer 
of Crestar Energy Inc. 


KEVIN J. JENKINS 
President and Chief Executive Officer and 
a Director of The Westaim Corporation 


ROGER D. THOMAS 
Senior Vice President, Canadian Oil and Gas 


NANCY F. FOSTER 
Vice President, Human Resources and 
Corporate Services 


GARY H. NIEUWENBURG 
Vice President, Corporate Planning and 
Business Development 


KEVIN J. REINHART 
Treasurer 


UNA M. POWER 
Controller and Director, Risk Management 


SYLVIA L. GROVES 
Assistant Secretary 


ERIC B. MILLER 
Assistant Secretary 


FRANCIS M. SAVILLE, Q.C. 
Vice Chairman and Senior Partner of Fraser 
Milner Casgrain LLP, Barristers and Solicitors 


RICHARD M. THOMSON 
Retired Chairman and Chief Executive Officer 
of the Toronto-Dominion Bank 


JOHN M. WILLSON 
Retired President and Chief Executive Officer 
of Placer Dome Inc. 


GORDON R. WITTMAN 
Retired President, Chief Operating Officer 
and a Director of Dupont Canada Inc. 


VICTOR J. ZALESCHUK 
Retired President and Chief Executive Officer 
of Nexen Inc. 


For more information on our officers and directors, please see Item 10 in our Form 10-K. 


OPERATING ENTITIES 


CHEMICALS 
Nexen Chemicals Canada Limited Partnership 


Nexen Chemicals U.S.A. 
Nexen Quimica Brasil Ltda. 


MARKETING 
Nexen Marketing 


Nexen Marketing U.S.A. Inc. 
Nexen Marketing International Ltd. 
Nexen Marketing Singapore Pte Ltd. 


CANADA 
Nexen Petroleum Canada 


UNITED STATES 
Nexen Petroleum U.S.A. Inc. 


Nexen Petroleum Offshore U.S.A. Inc. 


INTERNATIONAL 
Canadian Nexen Petroleum Yemen 


Nexen Petroleum Australia Pty Limited 
Nexen Petroleum Colombia Limited 
Nexen Petroleum Indonesia Ltd. 
Nexen Petroleum Nigeria Limited 
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CORPORATE INFORMATION 


HEAD OFFICE 

801 — 7th Avenue S.W. 

Calgary, Alberta, Canada T2P 3P7 
403.699.4000 
www.nexeninc.com 


COMMON SHARE TRANSFER AGENTS AND REGISTRARS 
CIBC Mellon Trust Company 
Calgary, Toronto, Montreal, Regina, Winnipeg, Vancouver and Halifax 


ChaseMellon Shareholder Services 
New York, NY 


LISTED - SYMBOL “NXY” 
The Toronto Stock Exchange 
New York Stock Exchange 


PREFERRED SECURITIES 
9.75% due 2047 
LISTED: Symbol “NXYPr” New York Stock Exchange 


9.375% due 2048 
LISTED: Symbol “NXYPrA” New York Stock Exchange 


TRUSTEE: The Bank of New York, New York 


DIVIDEND REINVESTMENT PLAN 

A copy of the offering circular (and for United States residents, a prospectus) and authorization 
form may be obtained by calling CIBC Mellon Trust Company at 1-800-387-0825 or via the 
Internet at www.cibcmellon.ca 


AUDITORS 
Arthur Andersen LLP 
Calgary, Alberta 


CORPORATE GOVERNANCE 

The Board of Directors of Nexen takes seriously its duties and responsibilities with respect 

to principles of good corporate governance. In this regard, Nexen supports and conducts its 
business in accordance with the guidelines adopted by The Toronto Stock Exchange. A report of 
our compliance with the guidelines may be found in the Proxy Statement and Information Circular. 


ANNUAL GENERAL MEETING 

The Annual General Meeting of Shareholders will be held in the Crystal Ballroom at the Fairmont 
Palliser Hotel in Calgary, Alberta, Canada on Thursday, May 2, 2002 at 11:00 a.m. (Mountain 
Standard Time). 
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INVESTOR RELATIONS CONTACT 
Grant Dreger 

Telephone 403.699.5273 

Fax 403.699.5730 
grant_dreger@nexeninc.com 


STATISTICAL SUPPLEMENT 
Available at www.nexeninc.com under “Investor Relations”. 


ABBREVIATIONS 

bbl — barrel 

bbls/d — barrels of oil per day 

bcf — billion cubic feet 

boe — barrel of oil equivalent 

boe/d — barrels of oil equivalent per day 
F&D — finding and development 

G&A — general and administrative 

mbbls — thousand barrels 

mmbblis — million barrels 

mboe — thousand barrels of oil equivalent 
mmboe — million barrels of oil equivalent 
mcf — thousand cubic feet 

mcf/d — thousand cubic feet per day 
mmcf — million cubic feet 

WTI — West Texas Intermediate 


CONVERSIONS 
Natural gas is converted at 6 mcf per equivalent barrel of oil. 


DOLLAR AMOUNTS 
In Canadian dollars unless otherwise stated. 


Designed and produced by Parallel. Photography by Brodylo/Morrow. Printed in Canada. 
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